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Encouragement in the Air 


The key words to the fall business uptrend are inventories 
and optimism. A more relaxed attitude towards inventories, 
and an optimism as to future demand have led to production 
increases in steel, automobiles and other manufacturing in- 
dustries. The air of optimism settled on Wall Street as well. 
And according to surveys of business opinion, “business de- 
cisions are now being made in an atmosphere conducive to 
expansion.” 

But while many major statistical indicators (i.e., new 
orders, freight carloadings, residential construction con- 
tracts) reflect rises that are more than seasonal, the duration 
of the uptrend is still conjectural. The important question 
for the long term is: Will current business optimism be 
rewarded with increased market-place demand? For the 
present picture and future possibilities, see Business High- 
lights on page 478. 
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Impact of Defense Spending 


What will be the economic effect of indefinitely sustaining 
a huge peacetime military establishment? Even with the 
swift transition during the past year from a “crash buildup” 
of military outlays to a program stretched out for the “long 
pull,” defense is taking about 55% of federal spending and 
more than 11% of the country’s production. 

How much more, if any, of a slackening can be expected 
in defense outlays, and where and when will the spending 
level off ? For the facts so far (both charted and explained) 
and their implications, see “The Future of Defense Spending,” 


on the next page. 
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Selling for Cash 


Money isn’t everything—but it is the best inducement for 
salesmen to do a better job, according to most of the executives 
queried in this month’s survey of business practices. While 
some companies believe that sales contests and prestige- 
giving awards bring out the competitive drive in salesmen, 
one hundred out of the 116 firms surveyed prefer stimulating 
better selling effort with the promise of cash reward. 

Among the “pocketbook” approaches, a fixed salary plus 
commission or bonus payments seems to be the most popular. 
But there are stumbling blocks in this system. Therefore, 
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other methods such as contests with cash prizes, straight com- 
missions, salary increases and promotions are often used to 
spur salesmanship. What are the pros and cons of the various 
approaches? For a run-down of executive opinion see 
page 493. 
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Forces Behind the Index 


The effects of 1953-54 declines in defense spending, busi- 
ness equipment outlays, and durables buying by consumers 
showed up more strikingly in the FR industrial production 
index than in other broad economic indicators. As signs of 
business revival multiply, analysts will be watching the 
production index eagerly for confirmation. 

How will it move ? Is activity in durables likely to pace any 
improvement that develops in 1955? Probing to find the 
answer, the article starting on page 488 analyzes the role, 
since 1947, of five basic commodity groupings. Its findings 
point to the possibility that for 1955 “‘soft-goods production 
may be more favorable, and durables less favorable, than 
their postwar trends have thus far suggested.” 


Some Footnotes 


The American businessman’s vocabulary continues to 
change and grow. For instance, a trend that is frequently 
described by such words as modernization or rationalization 
may now require use of the relatively new word automation. 
True the word doesn’t appear in “The Worker and Capital 
Invested,” perhaps because this article deals with whole 
industry figures. But the trend foward automation we suspect 
is there in the very opening words: ‘“‘Continued expansion . . . 
particularly of plant and equipment, has provided a record 
high amount of capital per production worker” (page 484). 
. . . Credit where it mainly belongs is given in “Financial 
Notes and Footnotes” (page 483) for the continued strength 
of the stock market. But other factors are involved of which 
note is also taken. As to money policy and the likelihood of 
its being changed, more than the stock market has to be 
considered—and there is also the question of margin require- 
ments. . . . After a good long period of headlines like “Rise 
in Consumer Prices,” “Little Change in Living Costs,” 
it’s something like a change to be able to publish “Index 
Declines to Low for Year” (page 502). 
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THE FUTURE OF DEFENSE SPENDING 


The near-term story takes shape—the size of the defense budget; the effect on the economy 
of maintaining indefinitely a huge peacetime military establishment 


INETEEN hundred and fifty-four was once 
N labeled the year of “greatest danger” for na- 

tional defense planning. It is now likely to 
go down in the books as a year of fundamental 
change. Not all the portents of the past year’s swift 
transition from a “crash buildup” to a program shaken 
down for the “long pull” are yet discernible. But 
enough is visible at least to trace the near-future 
story. 

Details and ramifications may long be classified 
information or simply be clouded by the sheer size 
and fast pace of the national defense effort. But in 
so far as possible they should not be overlooked. For 
they are important in many directions. Defense will 
take 55% of all federal spending in 1955. For the 
business outlook, the dimension of near-term defense 
demand—and its contents—will continue to have 
substantial effect on the civilian economy. So, too, 
will the rapid adjustment toward sustaining a huge 


peacetime military establishment for an indefinite 
period of years. 

It is, therefore, hardly a coincidence, as the chart 
on this page roughly indicates, that the course of 
defense for more than four years has been with few 
exceptions the course of national output, both in the 
upswing and the down. 

Moreover, it is virtually a commonplace that de- 
fense primarily determines the size, and given the 
existing tax structure the deficit position, of the fed- 
eral budget. The corollary is that the area of great- 
est discretion and of possible reduction lies in defense. 
For the economy as a whole, the size and composition 
of future military demands are key factors in expecta- 
tions and planning for both the immediate and far- 
term outlook. Defense now accounts for about 11.5% 
of total output (as against 4.4% when Korea began), 
and direct purchases of goods and services alone total 
more than $40 billion (third-quarter rate). Any 
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marked changes in these figures would take high posi- 
tion in the business outlook. 

The official version of the road ahead will soon be 
forthcoming. The budget for fiscal 1956, now in its 
final stages of decision, is due next month—the first 
to provide primarily for the leveling-off, sustaining 
phase. Except for a relatively few long lead-time 
items, the sustaining process actually began a year 
ago and will soon be in full stride. 

To the budget will be directed the many questions 
now being asked about defense. Will the downtrend 
in outlays of the past year, which has accelerated in 
the face of military and political events in the Far 
Fast and a recession at home, continue? 

Has the cutback which followed the Korean armis- 
tice and the “new look” in strategic plans and require- 
ments run its course? 

Did the cutback overshoot its mark and can a still 
“newer look” be expected? 

Is the current feast of new military orders to be 
followed by famine? 

What types and what total demand for money, 
manpower, and materials will defense make in the 
vears ahead? 

How much of an offset to any declining military 
demand would have to be generated in other sectors 
to maintain stability or to expand employment and 
output? 

Are more so-called stretchouts in store? 


TWO BROAD AREAS 


The answers lie in two broad areas—in what has 
already been set in motion (and is susceptible to an- 
alysis), and in what the future may bring (the area 
of hypothesis). Sooner or later the questions come 
up against a shroud of secrecy; clear-cut answers to 
them are seldom forthcoming. (Even such common- 
day data as military demand for gasoline and oil can 
never be fully disclosed—data on current use or size 
of reserve stocks might inferentially reveal too much 
on type and activity of classified end-items or about 
strategic plans and preparations). Specific answers 
pointing to the road ahead, too, are scarce, because 
defense requirements are anything but unchanging 
as world events move on and the vital process of 
adaptation to new ideas, equipment, and technical 
development continues. 

In the following pages the broad outlines of the 
probable future changes in defense are examined. 
Matters now primarily of historical interest are not 
touched, except for their implications for the future. 
The relation between past and future is significant, 

1Pata in this article are entirely those published by official sources 
or available in the public record. Discussion is restricted to the 
military programs of the Department of Defense and no consideration 


is given to the related national security activities such as the foreign 
military aid program, the Atomic Energy Commission, or the stock- 


piling program. 
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however, particularly in the area of military procure- 
ment (now accounting for half of all defense spend- 
ing), where production periods up to five years are 
not uncommon and long-range planning perforce es- 
sential. Although current decisions and operations 
play no small part, what has already transpired neces- 
sarily determines much of results and dollar require- 
ments in future periods (of this year’s outlays, for 
example, roughly 60%, it has been estimated, will de- 
rive from funds voted prior to fiscal 1955). 


THE TREND POINTS DOWNWARD 


The one clear, overriding fact—depicted through- 
out the charts on these pages and hardly in need of 
verbal elaboration—is that the sum total of defense 
is still a huge source of demand for goods and services, 
but that it has passed its peak. With few exceptions, 
the trend has uniformly been downward, abruptly in 
some areas (e.g., new orders for hard goods). The 
key questions the charts pose for the future are when 
and where this broad decline will level off. 

Between the outbreak of the Korean hostilities and 
the current year, $220 billion had been appropriated 
for Defense Department military functions. To this 
was added another $4 billion, representing the balance 
between the $9.8-billion carry-over of unspent funds 
from years prior to fiscal 1951 and subsequent cancel- 
lations or lapses of funds. 

If the present estimate of $35.5 billion for the cur- 
rent year is borne out, $178 billion will have been 
spent from Korea through fiscal 1955. This would 
leave a carry-over of unspent money already on the 
books of about $46 billion. This carry-over would be 
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entirely apart from whatever new appropriations will 
be made during the coming session of Congress. 

A carry-over of this size is the first indication of a 
change in trend pointing toward an eventual leveling 
off. For $46 billion is only moderately less than the 
approximately $51 billion the military had at hand 
and unspent at the beginning of this year. To the 
$51-billion carry-over Congress this year added nearly 
$30 billion of new money. With certain adjustments, 
this brought the total for current military use to $83 
billion, which is $23 billion less than was available in 
the peak year of 1953. 

Even more striking indications of leveling off show 
up in unobligated funds (those not placed on order 
or otherwise committed) —indications which conceiv- 
ably could point to even higher defense spending in 
the future. (The uncommitted portion of the carry- 
over, moreover, is of potentially greater future eco- 
nomic significance, constituting, with new appropri- 
ations, the possible total amount of new defense busi- 
ness.) 

Of the funds available in 1954, a record $15.7 bil- 
lion was never placed on order and remained avail- 
able for letting in this fiscal year. 

With $30 billion of newly appropriated funds, the 
military entered 1955 with $45.7 billion, actually more 
“free” money than it had at the beginning of 1954. 
Transfers and other transactions added on another 
$1 billion to bring the total of new spending author- 
ity just above the $46.3 billion available for obliga- 
tion at the beginning of fiscal 1954. 

While funds available for new orders remain virtu- 
ally unchanged in 1955, actual orders are planned 
at a considerably higher level than in 1954, thus tend- 
ing to belie the oft-expressed assumption that defense 
would necessarily operate as a deflationary force in 
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the immediate future. (The anticipated rise in orders, 
however, does not imply a comparable amount of net 
new business. See below.) 

All told, some $28 billion in new contracts and 
commitments for all purposes went out from the 
Pentagon last year, far under the 1952 record of $56 
billion and sharply down from the $46 billion of 1953. 
Major procurement and construction orders alone, at 
a peak of $37.9 billion in 1952, were the principal area 
of decline in 1953 and 1954 (see chart on page 470). 
In 1955, though, they are expected roughly to double, 
rising from $9.2 billion for 1954 to something just 
under $18 billion. 

At the same time, little significant change seems in 
immediate store for all other defense orders (pay, 
allowances, housekeeping items, etc.). If a con- 
tinued moderate decline in these areas is assumed, 
total new orders in 1955 would likely come out to 
about $35 billion to $36 billion, some 27% or so higher 
than last year. Much of the 1954 fall in orders repre- 
sented a broad downward adjustment of the large 
backlogs existing when Korean hostilities ended and 
requirements were subjected to a year-long review. 
To the extent that the 1955 rise in orders “follows on” 
or continues authority to active defense contractors, 
it represents primarily further adjustments to backlogs 
rather than net new stimulus to business activity. 


TOWARD END OF DECLINE? 


Actual expenditures, however, give strong evidence 
of having nearly reached the end of a decline which 
has continued for eighteen months. According to an 
official estimate as late as September, spending even 
now might be headed slightly higher. That esti- 
mate put total defense spending for the current year 
at $35.5 billion, or $2.1 billion less than expected 
only last January. It would mean a total drop of just 
over $8 billion in two years, $5 billion in a year. De- 
fense has thus accounted for the major single share of 
the $10-billion scheduled net cut in federal spending 
between 1953 and 1955. 


On a quarterly basis, however, the expected de- 
cline in defense expenditures seems already to have 
run its course. Outlays hit their peak—$46 billion at 
an annual rate—in the second quarter of the calendar 
year 1953 and then dropped sharply in the next three 
quarters. After pausing in the final quarter of fiscal 
1954, the opening three months of the current year 
recorded the sharpest quarterly drop thus far—4.7 
billion at an annual rate—down to $33 billion. (The 
September estimate predicted fiscal 1955 spending 
would be $4.6 billion less than 1954; but in the first 
dectenos commpoutta can deleesie@ueicil ae ter eam 
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quarter the annual rate was already $7.1 billion less, 
and $4.6 billion under the rate of the last quarter of 
fiscal 1954.) Unless official estimates prove wide of 
the mark, the outlook for the rest of this fiscal year, 
then, is one of stability in defense spending, if not one 
for a moderate increase. Judging from the strong 
momentum of the recent cutback and the repeated 
past overestimates of spending both in the up and 
down turns, it is more probable that the $35.5-billion 
figure for 1955 is again on the high side. Regardless of 
the exact size of the final figure, it is evident that de- 
fense should no longer be anything like the retarding 
force on economic activity it has been over the past 
eighteen months. 


LONG PULL CLOSE AT HAND 


To bear out the September prediction, defense out- 
lays would now have to halt the sharp decline of more 
than a year and then actually reverse it, rising to a 
rate of $36 billion for the rest of the year.) In any 
case, it can be safely said that defense expenditures 
stand little chance of falling below the level of a year 
as recent as 1952 and that whatever the 1955 total, 
defense will constitute a component of aggregate 
demand of a magnitude experienced in few previous 
peacetime periods. For the years beyond 1955, little 
further change seems to lie in store—barring, of course, 
changes in basic plans. On the basis of official projec- 
tions, the current level of defense spending already 
closely approximates that foreseen for the long pull 
(see page 474). 

Behind such broad summary trends as these are 
both parallel and divergent changes in the many sub- 
categories—changes too numerous for any brief re- 
view but with significance for understanding the im- 
plications of the past and for outlining the future. 
The major procurement and construction field in par- 
ticular should receive attention, accounting as it has 
in the past both for the major area of flexibility and 
change (see chart, page 472) and for the demands in 
material and manpower it makes directly upon the 
private business economy. 

Of the $46 billion total of funds available at the be- 
ginning of this fiscal year for obligation, $27 billion 
was earmarked for new major contracts for hard 
goods, soft goods, and construction. This was over 
and above the $30.7 billion already on order or not 
yet paid for. 

Of the $18 billion that defense officials expect to put 
on order this year, virtually all the increase over 1954 
will come in hard goods, with the two other com- 
ponents (soft goods and construction) to experi- 
ence little change. An increase of this magnitude 
should provide an important element of stability 
in the outlook for durable goods manufactures. A 


1In October, outlays rose to an annual rate of $34.9 billion. 
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Ups and Downs of Defense Orders Since Korea 
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figure of $18 billion in net new orders, moreover, is 
said “to reflect a more normal value” of probable fu- 
ture annual orders in this area as long as present 
military forces are unchanged. 

On the other hand, a large portion of the new 
orders are to be “follow-on” orders, extending and 
maintaining existing production. Except for new 
end-items created by research and development, few 
new production programs are anticipated. Much 
of the effect of new orders, consequently, will be one 
of continuing stability, directed largely to industries 
and firms producing “sustaining level” items, rather 
than any net increment to total demand. 

The remaining $9 billion not planned for 1955 let- 
ting is to be held in reserve, providing either a sub- 
stantial cushion for any eventualities, program 
changes during the year, or for carrying into 1956. 
Coming on top of a doubling of new orders in 1955, 
any further decision to employ this $9 billion of 
“money in the bank” could potentially provide a sig- 
nificant stimulus to business activity. 

Within the hard-goods category (aircraft, ammu- 
nition, vehicles, ships, weapons, etc.), as the charts 
on page 470 indicate, aircraft procurement and pro- 
duction predominate in the outlook as they have over 
the past. But, like practically all the “hardware” 
categories, even aircraft is beginning to level off, 
though still taking this year about 60% of procure- 
ment dollars (and 22% of all defense expenses). Air- 
craft costs will be down in 1955 to $7.9 billion, nearly 
$500 million less than in 1954. 

Some “hardware” items—vehicles, ammunition, 
weapons, artillery—by now have been virtually elimi- 
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nated from the picture and placed on a sustaining 
or stand-by basis, showing up, as in the case of 
vehicles, in declines in orders and backlogs of trans- 
portation equipment manufacturers (see chart, page 
479). Ammunition outlays will be down by one 
half and vehicles by one third, with only moderate 
declines expected in shipbuilding, construction, elec- 
tronics, and production equipment. Guided missiles 
will be the only major hardware group to rise over 
1954. For the entire hardware category, spending in 
1955 will be down $2.4 billion from the $15.7-billion 
total of 1954 and $3.8 billion from the 1953 peak. 
(No data for 1955 on planned new orders for separate 
categories of hardware have been made public.) 

The decline in hardware expenditures this year 
will be relatively modest compared with the steep 
fall in new orders placed last year ($4.3 billion in 
1954 as against 1953’s $18.7 billion). This reflects 
both the long interval existing between order and 
delivery for modern military hardware and the huge 
backlog of orders that was created in the early years 
of the buildup. 

Much of planned deliveries in 1955 necessarily 
bears little relation to 1954 order volume, stem- 
ming instead from orders placed in 1953 and even 
earlier years (see chart, page 474, for the time 
sequence, for example, of orders and expenditures 
on aircraft procurement) . 


IMPLICATIONS OF DECLINE 


By the same token, the 1954 drop in orders could 
point to a further decline in deliveries and outlays 
when goods ordered in 1954 begin to come off the pro- 
duction lines. The lag or “lead time” between order 
and initial delivery varies with each type of hardware 
and no meaningful over-all average is available to use 
as a guide. (Currently, the lead time is eighteen to 
twenty months on the average for aircraft, consider- 
ably longer for major naval ships, somewhat less for 
jet engines and most other items.) The time lag be- 
tween order and delivery also varies with the size of 
backlogs and partly depends on whether the order 
is new or merely a follow-on contract to an existing 
contractor for the same item. 

The 1954 new-orders decline/lead-time equation, 
added to the 1955 initial flurry of orders, thus leaves 
a question mark in the near-term hardware outlook. 
Beginning with the second quarter of the calendar 
year 1953 (and coinciding closely with the easing in 
business activity and the turning point in industrial 
production), net new procurement and construction 


1Pata on deliveries would afford a generally useful tool of analysis, 
providing for some purposes even better statistics and inferences 
than either order or expenditure data, which, for the most part, 
tend to precede and to follow, respectively, the period of major 
economic impact of defense activities. For recent months, however, 
only fragmentary data on deliveries are available and no attempt 
has been made to assemble them here. 
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orders fell by one half in each of two successive quar- 
ters, going down from $6.3 billion to $1.6 billion in the 
July-September, 1954, period and dropping further to 
$1.2 billion in the following three months.1 

New orders rose slightly in the first quarter of this 
calendar year and opened up more broadly in the 
April-June period to a quarterly total of $4.4 billion. 
The July-September figure dropped back to $3.2 bil- 
lion, but with a substantial jump in September and 
an indicated rate for October, both in the neighbor- 
hood of $1.5 billion to $1.7 billion a month (a rise 
closely related to the rise in new orders to durable 
goods manufacturers in September) .? 

For some items and industries, the long 1954 new- 
orders drought, promulgated while defense plans and 
needs were undergoing post-Korean reexamination, 
may have been too long. Pipclines may nearly empty 
out and production may be brought close to a halt or 
backlogs reduced below minimum reorder lead time, 
thus pointing to future interruption. 


For other industries where backlogs were sufficient. 
where production schedules were stretched out, or 
where current reorder time was shortened enough to 
enable uninterrupted production, the recent adjust- 
ment of backlogs and dearth of new orders may have 
little impact. The net result, not directly significant 
in 1955 for deliveries or outlays (already headed 
down about $3 billion from 1954’s $21.7 billion), 
might have a sizable influence over the magnitude of 
major procurement and construction activity and 
costs in fiscal 1956 and even later years. 


SHIFTING EMPHASIS IN SPENDING 


The changing economic impact of defense comes out 
further in the shifting trends of orders and outlays 
for functional purposes; 7.e., for so-called cost cate- 
gories (see chart, page 476). In the first stages of 
the buildup, outlays rose rapidly on personnel, trans- 
portation, civilian-type items, and other soft goods; 
then they leveled off. They have now turned down- 


1Because of contract cancellations and deobligations, new-order 
data published on a net basis tended to understate the volume of 
new business in fiscal 1954 and overstate the year-to-year cutback. 
Air Force new orders for aircraft in 1954 actually ran about double 
those reported on a net basis. Some of the order cancellations Jast 
year, and a portion of the drop from 1953 were, moreover, purely 
of a technical nature. 

The full amount of funds earmarked by letters of intent had pre- 
viously been listed as new-order volume. Since only limited immedi- 
ate obligation of funds was actually authorized, the government’s 
legal liability was overstated. A new policy of eliminating amounts 
not legaJly binding resulted both in current and retroactive reductions 
appearing in the 1954 new-order figures, and also made them not 
strictly comparable with previously published order data. The new 
policy of reducing procurement actions commenced with letters of 
intent, and letter contracts made a further (primarily technical) 
adjustment in the series. 

2Data on defense orders as reported recently in the press are not 
strictly comparable to prior-period data as noted above since can- 
cellations were not netted out and letters of intent and instruments 
other than finalized contracts were included. Nevertheless, the trend 
appears substantially above that of months as recent as July and 


August. 
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Role of Hard Goods in the Defense Buildup 
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Note: Hard goods includes major procurement items, spares and spare 
parts, organizational equipment and supplies, and production facili- 
ties. Soft goods includes subsistence, and petroleum, oil and lubri- 
cants (for 7951-1953 individual clothing was also included). 


AAIl other includes pay, allowances, transportation, operation and 
maintenance, research and development and other categories. All 
other funds available July 1, 1954, include a substantial component 
not yet distributed to spending categories and presumably to be allo- 
cated primarily to hard-goods items. 
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ward, both absolutely and in relation to other cate- 
gories of defense expenditures. In the early period, 
hardware and major procurement went out on order, 
reaching a peak in 1952, but it had little immediate 
effect on public funds. The initial impact was, in- 
stead, upon inventory, capital, and other outlays in 
the private sector. 

Only one fifth of defense dollars in fiscal 1951 went 
for major procurement items, and nearly three fourths 
of them paid for personal services and maintenance 
and operating costs. With deliveries of hardware 
subsequently rising, budget outlays rose rapidly for 
major procurement items, so that the relative share 
of total defense costs going for hardware doubled by 
1955. Pay and operating costs over the same period 
fell back to only half of total outlays. 

Through the cessation of Korean operations, and 
the revision or attainment of objectives, the buildup 
and accumulation for inventory of many military 
items will have passed by the end of 1954. Except 
for the longest lead-time items, the sustaining phase 
has, in fact, already been reached. Even for these, 
barring changes in goals and force levels, any remain- 
ing buildup has necessarily by now been financed if 
deliveries are to be received by the present readiness 
date of June, 1957. 

Consequently, the major determinants of future 
procurement outlays are now based primarily upon 
needs for modernization and replacement and upon 
requirements for maintenance and current consump- 
tion. The secondary need is that of maintaining exist- 
ing production lines or sustaining other elements of 
an industrial base upon which any all-out mobiliza- 
tion would come. Barring unpredictable changes in 
the outlook or in present policies, these and related 
factors in fields other than major procurement will 
largely govern the size and character of future defense 
orders and outlays.! 


The principal trends either already apparent or 
probable which will influence the major cost determin- 
ants might be classified under the headings: techno- 
logical; fission and fusion; the passage of time; pri- 
marily military; direction of future emphasis; man- 
agement; and budgetary. 


Technological. The problem of keeping modern, 
of employing the latest products of design, develop- 
ment, and invention, gives every present indication 
of provoking a hard core of change and future outlay. 


*While the “where” of past defense cuts and changes casts many 
outlines of future trends, the “how” and the “why” could indicate 
still more. Such broad influences from the past as the much dis- 
cussed “new look,” with its reductions in forces and personnel, the 
reasons behind the so-called stretchouts in production and delivery 
schedules, the policy of avoiding peaks ana extending output over 
longer periods, and the potentials of management techniques being 
applied to the military establishment—all these have bearing upon 
the future, though the multitude of their ramifications are too diverse 
to permit much more passing notice here. 
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The momentum of the 86 billion invested in military 
research and development since Korea, will stretch 
far into the future. Modernization, in fact, is already 
the primary purpose of much of the defense dollar, 
particularly for Navy procurement and to a lesser 
extent for Army buying. 

This emphasis is reflected in such still unfolding de- 
velopments as present stress upon jet air power, 
guided missiles and pilotless aircraft, and in such 
revolutionary developments as gas-turbine and nu- 
clear propulsion for ships, and in complex electronic 
equipment and their automatic production. This 
“new look” in military hardware also leads to re- 
appraisal of existing equipment and creates the de- 
mand for its replacement.1 

On the cost side, the implications of tomorrow’s 
weapons can be staggering. Each of the new long- 
range B-52 bombers will carry a price tag of nearly 
$9 million. The latest jet fighter, the F-100, will cost 
almost twelve times the F-51 of World War II. Unit 
costs are higher, furthermore, in the early stages of 
procurement, when new weapons are initially moved 
from drawing boards into low-volume production. The 
first B-52’s to come off the assembly line actually 
carried an average price of nearly $16 million owing 
to amortization of nonrecurring initial costs. For a 
variety of reasons, the average unit cost of naval air- 
craft this year was expected to be one half above 
that of the planes put on order in 1954. The Forrestal- 
class carrier, of which the Navy is ordering its fourth 
this year, is tentatively priced at $208 million. 

Nevertheless, military planners consider such new 
weapons to be today’s minimum requirements. The 
nature of modern warfare, with its potentials for sur- 
prise and for city-wide destruction, requires, accord- 
ing to present policy, both ready forces and reserves 
equipped with the most modern, first-line weapons. 
Put another way, planning is being based on the con- 
cept that “second-best” can no longer do in a pinch, 
as it often has had to in the initial days of past emer- 
gencies, for the pinch itself now might have the poten- 
tial of being decisive and final. 

e .°@ 


Fission and Fusion. The effect of nuclear weapons 
upon the military future obviously deserves treat- 


1Technological development also creates difficult management and 
planning problems, such as the decision when to move from blueprint 
to production or the necessity to forecast when still newer and better 
equipment than the new item now being produced will become avail- 
able. The F-84-F jet fighter plane is a case in point for both problems. 
Initial contracting for the F-84-F began in June, 1950. With the 
Korean war it was rushed into production on the basis of preliminary 
designs. First deliveries were made by the end of 1952, fourteen 
months behind schedule, and quantity output began six months later. 
In the interim, a series of unanticipated problems both in airframe 
and engine had to be solved, requiring substantial design and engineer- 
ing changes. In the meanwhile, the F-100 supersonic fighter had 
gone from planning and testing into production with the result that, 
although planned F-84-F output is being cut back, deliveries will 
actually overlap those of its more modern replacement. 
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ment apart from other technological prospects. But, 
as the most restricted of all military information, 
the strategic and tactical implications of nuclear 
weapons are subjects for little more than conjecture 
by the layman. The present and future realities lying 
behind what the President has termed “the awful 
arithmetic” of nuclear destruction have only been 
summarily sketched in the public record. In Con- 
gressional deliberations on defense policies, any ref- 
erence to present capabilities or future plans and 
outlays involving nuclear weapons, intercontinental 
ballistic missiles, and other members to the porten- 
tious family of new armaments is almost automatic- 
ally off the record. 

Yet this area is fundamental to basic military 
policy and is so determinant in fact that recent or 
future changes in manpower, needs or use of non- 
nuclear weapons or many other developments can 
seldom be fully appraised or properly interpreted 
without reference to nuclear probabilities. 

e® ¢@ 


Passage of Time. The future will also differ from 
the past in many ways merely owing to the passage of 
time. Some of the problems of the early days of the 
buildup, those attendant upon its urgency and its 
then overhanging uncertainties, have at least partially 
resolved themselves. In the technical area, as the de- 
fense program unwound, the realities of production 
possibilities, of blueprints hastily transferred to as- 
sembly lines, of actual performance and actual cost 
have replaced the hypotheses of early plans. Much 
of the story of the repeated defense stretchouts, for 
example, lies in the gradual uncovering of real capa- 
bilities in production and development. 

Time has also brought greater experience, know- 
how and capacity to produce armaments, and with 
them, greater efficiency and lower costs. For indi- 
vidual end-products it has produced the experience 
factors which replace earlier “guesses” on needs for 
spare parts and other support equipment. (The proba- 
ble life of an airplane engine, for instance, is now be- 
ing determined on an actuarial basis, with the result 
that former estimated requirements for spares and 
replacements are being reduced.) With the once urgent 
need to get the buildup out of the way, more atten- 
tion can be paid to the “how’s” and “why’s,” to the 
level of needed inventories, to efficient procedures, 
and to economies. 

e@ @ 


Primarily Military. Another group of future im- 
plications stem initially from military concepts and 
detail. These would include, for example, the basic 
concept of partial mobilization (though it also has 
great significance in economic and fiscal affairs). 
Formerly, military planning concepts were largely 
based upon maintaining a low-cost, small nucleus of 
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active forces from which wartime expansion could 
take place. Modern weapons and mobility have now 
outdated such planning by cutting the probable and 
safe post-D-Day interval between any initial hostili- 
ties and attaining full mobilization strength almost 
to the vanishing point. Planning in the 1950’s has 
shifted to a larger basis in forces-in-being, supported 
by a combination of both active and stand-by produc- 
tion facilities, with of course a concomitant increase 
in cost. 

On another score, under today’s awesome possi- 
bilities, even attainment of assigned force and equip- 
ment levels—such as is generally now the case for 
naval and ground forces—is seldom an end in itself. 
The Navy is now pointing to the fact that its fleet, 
on the average, is more than halfway to retirement 
(based on the peak shipbuilding year of 1943 and an 
average length of service of twenty years). Its ef- 
forts and expenditures to avoid future “block obso- 
lescence,” particularly of submarines and destroyers, 
are already under way. The Army has told Congress 
it believes that far too large a portion of its inventory 
of major equipment and ammunition (an estimated 
$20 billion worth by the end of 1957) will be of World 
War II design. 


The Military on Future Costs 


With the military itself not entirely certain of the 
type and character of many of either its weapons 
or forces of the future, the lack of firm over-all esti- 
mates of future replacement and modernization costs 
is not unexpected. Informed guesses about some of 
the pieces which may belong in the future picture, 
however, have been disclosed. The Navy, for example, 
would like soon to embark upon both aircraft and 
ship modernization programs, each estimated in ex- 
cess of $2 billion a year. Congress has been told 
that the aircraft program would require more new 
planes to be put on order each year on an annual level 
basis to maintain present naval air forces than will 
be contracted for this year (1.455 aircraft). A pro- 
gram of “much greater magnitude” than that for 
1955 is expected from the proposed annual increment 
of a ten-year effort to maintain the fleet. 

The Army has funds now at hand to pay for the de- 
liveries planned through fiscal 1957 and into 1958. 
In addition, it estimates that an annual outlay of 
about $2 billion for fifteen years will soon be required 
for major equipment to modernize the Army’s inven- 
tory solely with weapons and equipment currently in 
the development stage, and for meeting current con- 
sumption needs. 

The Air Force, on the other hand, has expressed 
the judgment that the 1954 and 1955 aircraft procure- 
ment programs already closely reflect the probable fu- 
ture rate since most planes and parts ordered in these 
two years will not be delivered until after 1957, the 


date for reaching the present 137-wing objective. The 
annual cost of sustaining and modernizing, according 
to Air Force testimony, depends largely upon future 
technical and scientific developments both at home 
and by potential enemy air forces. Officers have re- 
vealed, however, that the best present estimate puts 
the cost of sustaining a 137-wing, modernized air 
force at about $15 billion a year. This cost is only 
slightly less than the $15.5 billion that was budgeted 
for this year. 

For the entire defense establishment, figures on 
future costs for all purposes are scarcely more than 
approximations, compounded as they are from many 
imponderables. Total annual outlays for the long pull, 
as estimated by official sources thus far, have tended 
to run around $30 billion a year or higher. 

Secretary of Defense Wilson told the Senate Appro- 
priations Committee this year that he did not see 
annual appropriations going below that figure “unless 
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the world situation improves rather rapidly.” It was 
also the Secretary’s belief that, once backlogs had 
been worked off and a sustaining basis reached, an- 
nual appropriations would approximate annual ex- 
penditures.? A year earlier, the outgoing Administra- 
tion put the “level-off” cost of defense at $35 billion 
to $40 billion. Other estimates have tended to center 
around the $35-billion level or slightly less. By these 
estimates, of course, the level-off period has already 
been attained, and, in the first quarter of this fiscal 
year, was actually undercut. Late in November, Sec- 
retary Wilson was quoted as predicting no significant 
change in the rate of defense spending in 1956, placing 
the total around $35 billion, “plus or minus a billion 
or two.” 


Future Emphasis. Closely related to the above 
broad trends are many, more detailed changes in em- 
phasis to be expected within the framework of the 
existing set of plans and goals. Such changes are sig- 
nificant to business both because of their uneven im- 
pact upon the economy and their reflection of the 
specific purposes for which defense dollars will be 
spent. As already noted, hardware is rapidly leveling 
off, but at a relatively high level. Thirty-seven per 
cent of total spending in 1955, or $13.3 billion, will go 
for major procurement. 

Within the hardware area, the economic impact 
will continue to vary. Present plans indicate a 
further shift in emphasis away from industries pro- 
ducing military vehicles, ammunition, and basic fa- 
cilities—for which present programs have substan- 
tially been attained. Strategic planning for air power 
and super-weapons puts the emphasis over the long 
haul, of course, upon the aircraft industry and its sup- 
pliers and subcontractors, already receiving more than 
half of all procurement dollars. The shipbuilding in- 
dustry, if probable future appropriation requests are 
met, will be sustained, if not stimulated. Seemingly 
even more certain to benefit from a relatively if not 
absolutely increased flow of defense dollars are the 
electronics and communications industries, as well as 
firms participating in production of guided missiles 
and other stock-in-trade of modern defense. 

1Hearings, Department of Defense Appropriations for 1955, Senate 
Committee on Appropriations, 83rd Congress, 2nd Session (1954), 


. 89. 

2That new funds provided for 1955 came to $29.7 billion is not 
necessarily an indication that the expected future minimum has 
already been reached. It is possible that future new appropriations 
requested may be higher and still reflect a gradual decline toward a 
sustaining plateau. New funds for 1955 were requested and approved 
on the basis that a substantial carry-over of unobligated 1954 money 
would remain available to supplement new appropriations in 1955. 
In the December, 1954, issue of Fortune magazine, Mr. Wilson is 
reported to believe, in fact, that $29.7 billion will not be enough for 
1956 and that “something like $35 billion” should be appropriated 
for next year. Since annual appropriations should soon approximate 
expenditures with the leveling off in defense, a $35-billion appro- 
priations figure for 1956 further implies that by far the major part, 
if not all, of the decline in defense has been experienced. 
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Apart from such changes in the armament mix, the 
broad prospect would seem now to be for continued 
substantial outlays on military durable goods. And, 
with spending in other areas (e.g., for personnel) 
settling down, the principal source of volatility in to- 
tal defense spending will come from the durables cate- 
gory. Existing backlogs, now substantial, should even- 
tually be worked off, leaving something like $15 bil- 
lion to $18 billion annually of new business in durables 
to be expected on the basis of present intentions. 


Management. With a leveling off in defense, further 
changes are in store in the other two largest uses of 
defense funds—maintenance and operations, and per- 
sonnel and related costs (52% of 1955 outlays). Con- 
tinuing stability in plans and objectives, supplemented 
by further experience with the new end products of 
procurement, would make likely a further shakedown 
of operating and housekeeping items. In this area, 
dollar needs derive from a nearly infinite number 
of comparatively small individual operations and 
functions spread throughout the world (in the charts 
they are scattered throughout the data on major pro- 
curement, soft goods, personnel, and “all other” 
categories) . 


A More Flexible Cost Area 


While procurement cost is largely the product of 
given end-product requirements multiplied by current 
price, and thus is comparatively less flexible, house- 
keeping is a function of more flexible factors, such as 
the type and level of many day-to-day operations, of 
numbers of flying or steaming hours, of materials con- 
sumed, of inventories maintained and personnel em- 
ployed. As such, it is more susceptible to normal 
management and budget controls, to detailed exami- 
nation of needs and performance, to appraisal through 
application of guide ratios and work standards, and to 
other management tools. 

Although operating and housekeeping expenses are 
down from their peaks, partly through the end of 
active hostilities in 1953 and partly through recent 
economies and personnel reductions, an establishment 
employing over 4 million people, managing inventories 
whose value can only be guessed at (consisting of 
some 4 million different procurement items), owning 
real property never yet actually inventoried, and 
spending $30 billion to $40 billion a year offers possi- 
bilities for management. The size of future defense 
budgets may primarily depend on the amount of new 
major procurement. However, as a determinant of 
outlays, operating and housekeeping requirements 
rank close behind. 

e@ @ 


Budgetary. Budgetary matters of a primarily tech- 
nical nature are also relevant to any appraisal of the 
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Fiscal 1955 total of $35.5 billion=100% 
Source: Bureau of the Budget 


future. The size of unexpended balances in a given 
period, such as charted on pages e e, largely meas- 
ures the volume of orders outstanding and work in 
progress; but it can also be viewed as a very rough 
approximation of the magnitude of administrative 
leeway in spending—and particularly of discretion to 
speed up spending. As the Bureau of the Budget 
noted earlier this year: 


“Changes might be made . . . in [defense] produc- 
tion and delivery schedules if such changes were consist- 
ent with national security requirements and helpful in 
maintaining economic stability.”’ (Italics added.) 


Discretion To Curb Spending 


For goods already on order, schedules could be 
stepped up, with second or third shifts added. New 
sources of supply or production lines could be opened, 
inventory accumulation accelerated, or a variety of 
other administrative measures taken, within the limits 
of funds appropriated. The potentials for acceleration 
are even more apparent for funds not yet committed, 
including as a case in point the $9-billion cushion of 
procurement money not even planned for initial obli- 
gation this year. 

By the same token, great leeway exists to curb out- 


‘Hearings, January, 1954, Economic Report of the President, 
Joint Committee on the Economic Report, 88rd Congress, 2nd 
Session (1954), p. 34. 


lays, even under funds already committed—as was 
proved in the abrupt declines in net orders and out- 
lays of the past year. This decline moved faster and 
further than was expected in official and many pri- 
vate quarters. Production schedules for goods on 
order can be stretched out, contracts canceled, new 
orders withheld, and money on the books rescinded 
or placed in reserve. 

Procurement items, normally financed by continu- 
ing or no-year appropriations, are particularly suscep- 
tible to such administrative discretion. This also ap- 
plies to funds for personnel and housekeeping which 
normally are available for obligation for one year and 
for expenditure for two more. Other than answering 
to Congress for decisions not to spend funds previously 
requested, justified and granted, no overriding re- 
quirement exists which compels their expenditure. 
And Congress in recent years has gone along with 
such holdbacks, permitting large sums of unobligated 
funds to be carried over from year to year. 

It is possible, then, for substantial adaptation and 
change in defense spending at the management level 
within the limit set by funds appropriated. In 1954, 
following the Korean armistice, it was possible, for 
example, to hold back virtually all of the $2 billion 
appropriated for Army combat consumption during 
the year—funds which are just now being spent in 
lieu of additional new funds for 1955 programs. 

The policy of “living off the shelf,” begun a year 
ago, is another reflection of possible administrative 
discretion, as is the current procurement policy to 
hold back reorders or follow-on contracts to the last 
possible time required for uninterrupted production 
(thereby minimizing advance financing needs and 
backlogs). On orders to new production lines, initial 
contracts are now set at low rates, with end-product 
performance fully tested and changes made before 
quantity output is contracted. 

In addition to slowing down current spending, these 
two policies also have the effect of taking from new- 
order data some of their former significance. Actual 
letting of some contracts now tends to be more a for- 
mality, since it often follows months and even years 
of planning, known intentions, and cooperative de- 
velopment of specifications and supplies. Often, ma- 
terials may have been committed and subcontracting 
and other arrangements made long in advance. 

Finally, future cost will depend upon broad policy 
decisions made in Congress. Although national de- 
fense plans since Korea have generally received the 
blessing of bipartisan support, the shift in control in 
the 84th Congress, convening next month, raises the 
possibility of departures from the path laid out by its 
predecessor. The possibility of new departures or 
modifications, is, moreover, not dependent solely upon 
shifting control in Congress. 

Neither possible revision of basic policies nor any 
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existing uncertainty over present programs finds 
opinion divided solely along political party lines. 
Among other things is the possibility that Congress 
will establish new guide lines, or even appropriate 
more funds for continental and civilian defense or 
further developing the industrial base. 


Questions have been raised in the past over present 
vulnerability to surprise attack and over the present 
mobilization base in industry. This latter issue neces- 
sarily grows in timeliness as the buildup is completed, 
the need for current output falls off, contracts run 
out, and the choice is faced of either closing down 
production of presently unwanted products or con- 
tinuing active assembly lines almost entirely for their 
own sake (as is now the case for certain types of am- 
munition). Differences also exist on the adequacy of 
present manpower and equipment goals, the size of ac- 
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tive forces, and the planned rate for attaining specific 
goals. The issue of relying on forces-in-being as com- 
pared with the alternative of forces and their indus- 
trial support largely on a stand-by basis is obviously 
fraught with cost implications. Finally, there are 
differences on the fundamental question of whether 
to provide for a minimum adequate for any foreseen 
need or for something more than a minimum. 

There is no dearth of potential sources for larger 
military spending. In the final analysis, future out- 
lays depend primarily on the twin judgments of how 
much we need to spend and how much we can afford 
to spend. The secondary factor is how far can higher 
unit costs in a modern force be offset by economies 
within the framework of that force. 


TuEopore R. Gates 
Division of Business Economics 


@®aret Garrett 


1878 - 1954 


ADDENED by the death of our former 

colleague, Garet Garrett, we who were 
privileged to work with him at The Confer- 
ence Board wish to express our deep regard 
for his ability and character. 


Garet Garrett was one of the keenest minds 
of our time, a man of broad interests, who by 
his own efforts achieved the widest learning. 
He had a rare faculty for getting directly to 
the heart of a problem, and his provocative 
thinking was a constant challenge to all of 
us associated with him here, forcing us often 
to reexamine our conclusions and arrive at 
better answers to our problems. 


He was a great editor, with an intuitive 
feeling for style that enabled him to do won- 
ders with copy; and the Board’s “‘American 
Affairs’ was almost entirely the result of his 
talents and drive. 


An individualist himself, Garet had a genu- 
ine and profound respect for the individuality 
of other people. He hated sham in all its forms 
and was never afraid to unmask its pretenses 
wherever he found them. But with rare intel- 
lectual discrimination he never allowed his 
antagonism to an idea to degenerate into a 
personal animosity for the one who held it. 
Because of a genuine regard for their individ- 
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ual worth, he met all people easily, from the 
most prominent industrialist to the youngest 
office boy. And, in return, he commanded 
everyone’s respect, and enjoyed from those 
who knew him best a deeply affectionate 
regard. 


Garet had an agelessness that came from 
a constantly active mind. With the passing 
years he did not allow his mental processes 
to stultify, and consequently his later conclu- 
sions were never simply the reiteration of 
earlier pronouncements. He was always young 
in mind and spirit because he was constantly 
seeking a greater understanding of life and 
its values. 


Beneath a rugged exterior Garet had a won- 
derfully kind heart. He was fearless, forth- 
right, honest. His unique personality made a 
lasting impression on all who knew him, and 
we who felt the inspiration of his friendship 
here are deeply grateful for what he contrib- 
uted to the work of The Conference Board 
and to us personally. We shall not see his like 
again; for there can be no repetition of his 
unique character and talents. 


Our country and our time were made better 
by his life and work, and in the continuance 
of our efforts we shall not forget his principles 
and his example. 


Business Highlights : 


INVENTORIES AND OPTIMISM 


They figure prominently in the year-end uptrend 


Y LATE November, the fall uptrend in business 
B conditions was measurable in a broad range of 
standard statistical indicators: 
Employment, unemployment; 
Production of automobiles, steel, electric power, 
lumber, paperboard, textiles; 
New orders in both durables and nondurables in- 
dustries; 
Residential construction contracts; 
Coal production; 
Freight carloadings. 


All indicate that a recovery of something more 
than purely seasonal dimensions began in the fourth 
quarter. Even the level of business loans, one of the 
laggard statistics of the last half of 1954, has recently 
been rising, if only seasonally. 

The particular group of twelve key indicators which 
are combined in Tue Conrerence Boarp’s “diffu- 
sion index” (see box) now point to a significant de- 
gree of recovery. So, too, does the array of indicators 
in the “Scoreboard” section of the Board’s Weekly 
Desk Sheet, which now shows more pluses in the year- 
ago percentage-change column than at any time in 
1954. 


IMPROVEMENT MORE THAN SEASONAL 


Much of the improvement in these year-ago com- 
parisons is owing to the declining rate of general busi- 
ness activity in the last half of 1953, but much of it is 
also owing to a more than seasonal improvement in 
the current pace of business. Steel is the inevitable 
illustration. Since early September, ingot output 
has risen about 20%, and the weekly rate of capacity 
utilization has climbed from a low of little over 60% 
at the beginning of the fall to approximately 80% 
currently. 

But steel also illustrates one of the problematical 
aspects of the late-1954 upturn: its dependence, in 
this early stage, on a return to more normal inven- 
tory practice. Excluding construction, the great im- 
petus to steel demand in the fourth quarter has come 
from automobile manufacturers. This accounts, of 
course, for the fact that sheet is now the tightest of 
all steel products. 

The same pattern of pronounced liquidation, fol- 
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lowed by a sudden rejuvenation of buying, was evi- 
dently pursued by the automotive industry with re- 
spect to many other materials (glass, for example). 
And the industry’s production has followed the course 
of its purchasing. After falling to a low of 237,000 in 
October, assemblies mounted to a total of 500,000 
in November, and were scheduled to rise to over 
600,000 in December. Result: dealer stocks of fin- 
ished cars are also climbing, although the level of 
stocks is still quite low. 

While steel and the automobile industry provide an 
illustration of the reversal of inventory policy in the 
fourth quarter, the change is certainly not confined to 
these industries. The book value figures for inventory 
of the Department of Commerce suggest that the 
manufacturing industries in general—including most 
soft-goods industries, as well as hard goods—were re- 
ducing stocks appreciably during the third quarter 
(see chart). Within manufacturing, in fact, the com- 
position of inventory liquidation was obviously broad- 
ening out. The rate was subsiding in durables (partly 
because of the progressive recovery in steel produc- 
tion), but offsetting increases were occurring in soft 
goods. And in the fourth quarter, the pace of liqui- 
dation has apparently abated in nondurables, as well 
as in durables. 

In trade channels, and excluding the erratic be- 
havior of automobile stocks, inventories have been 
more or less stable for the past several quarters. 
Current indications are thus that total business stocks 
are draining off in the fourth quarter at a greatly 
reduced rate. It may be that the drain has been 
halted in durables manufacturing and in wholesale 
and retail channels, where liquidation was most press- 
ing earlier in the year. 


CHANGE IS IN INVENTORIES 


This abating of the pace of liquidation accounts 
almost entirely for the slow rise of industrial output 
in September, October and November. Witness the 
fact that while steel production has risen conspicu- 
ously, no major end-product demand for steel prod- 
ucts—consumer demand for durables, defense deliv- 
eries, deliveries of machinery and equipment, or con- 
struction expenditures—has shown anything like 
a comparable rise. 
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In October, apparent consumption of these steel 
end-product categories probably declined slightly, on 
balance. Defense deliveries slipped further, and new- 
car deliveries in October were at their lowest level 
since August, 1952. 


For the fourth quarter, expenditures for producer 
durables will probably be slightly below the rate 
for the third quarter. Seasonally adjusted construc- 
tion activity, while it is certainly at a very high level, 
has been about stable in recent months. The ratio of 
primary metals production to metal-fabricating ac- 
tivity, as measured by the respective components of 
the industrial production index, fell sharply from mid- 
1953 to mid-1954, as the pace of liquidation acceler- 
ated. In recent months, however, the ratio has been 
climbing. 


EFFECTS OF DEFENSE ORDERS 


Combined with the rise in inventory demand, and 
closely intertwined with it, has been a marked acceler- 
ation in the rate of defense order placement. In July, 
total procurement contracts—for hard goods, soft 
goods and construction—totaled about $800 million. 


Factory Orders Turn Up... 
Millions of dollars 
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In August, the rate fell to $600 million, but it has 
since run at over $1.7 billion per month. This is about 
the rate envisaged in the announcements of the De- 
fense Department several months ago. What is more 
interesting is that it is slightly in excess of current 
expenditure rates, so that the defense backlog, after 
its precipitous decline of fiscal 1954, has actually risen 
a little in recent months. 

This rise in the backlog shows up, in somewhat di- 
luted form, in the durables backlog figures charted on 
this page. Also appearing in the chart is the pro- 
nounced rise in the rate of new orders in September. 
This rise is concentrated in transportation equipment, 
where it reflects the increased volume of aircraft and 
military vehicle contracts, and in primary metals. 
where it mirrors the resurgence of steel ordering. 

The eventual effect of the recent increase in defense 
ordering can lead to some tricky calculations. As 
of now, however, the greatest part of its impact is ex- 
pected to be reflected not so much in an increasing 
rate of defense production, but in a tendency among 
defense producers toward a more liberal inventory 
policy—that is, a willingness to stock materials against 


Arresting the Decline in Backlogs 
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future production schedules. In this sense, the rise 
in the new-order rate is primarily effecting a stabiliza- 
tion and adjustment of backlogs—with the implica- 
tions confined largely to inventory. 

Inventory stabilization is thus the chain that binds 
together steel, automobiles, textiles, and defense in the 
fourth quarter. A somewhat less equivocal element 
of strength in fourth-quarter business has been the 
sustained pace of the construction market. In Oc- 
tober, total construction activity—actual outlay— 
was 8% above a year ago. New contract awards 
were also somewhat above a year ago, with the 
strength concentrated notably in residential building. 
By all reports, residential construction activity is now 
guaranteed a high level throughout this year and well 
into 1955, by contracts already awarded and by the 
backlog of financing applications already in FHA 
offices and yet unprocessed. 

As a result of the volume of new contract awards, 
and their reflection in construction activity during 
1954, the Commerce-BLS forecast for 1954 con- 
struction activity has just been revised upward 
$1 billion to $37 billion (the original figure for 1954 
was $34 billion). 

The construction outlook for 1955 is unanimously 
considered very bright. Commerce-BLS place the 
total of new construction in 1955 at $39.5 billion, an 
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increase of about 7% over the 1954 annual total, and 
about 5% greater than the current seasonally ad- 
justed annual rate. The two government agencies 
are now looking for an expansion in both private con- 
struction, where the strength is in new-home building, 
and in public construction, where large increases are 
expected in highways and educational buildings. The 
only significant declines the two agencies look for are 
in private and industrial building (off 8%) , farm con- 
struction (off 7%), and public industrial building 


(off 33%) . 


But even in construction, a large part of the strength 
essentially reflects producer decisions reached in con- 
ference rooms, rather than the more convincing joint 
decisions of buyers and sellers that are reached in 
the market place. Of the $2.5-billion increase in the 
1955 construction forecast over 1954, about $1.7 bil- 
lion, or almost 70%, is located in private residential 


Diffusion Index Rises 


There were more numerous signs of revival 
among statistical indicators in October than at 
any time since the business downturn in the 
summer of 1953: 


e New evidence of strength appeared in steel and 
textile production, and freight carloadings. The 
trend of business failures turned down. 

e The construction boom moved ahead as both 
residential and nonresidential contract awards con- 
tinued in a rising trend. Manufacturers’ new orders 
for durable goods were also up, and industrial stock 
prices climbed to new highs. 

eThere was still no discernible trend for three im- 
portant series. Paper production held steady at a 
fairly high level, while average hours of work in 
both durable and nondurable manufacturing were 
virtually unchanged. 


eContinued weakness marked wholesale prices of 
basic commodities. 


Adding up the monthly movements of these 
twelve indicators, Tae Conrerence Boarp’s 
diffusion index reached a low last December, re- 
vealed a slight balance in favor of expansion by 
June, and firmed considerably by October, as 
the “average duration of run” rose to +1.92 
months. The recovery of the diffusion index 
since December, however, is still less striking 
than its strong performance leading up to the 
1949 revival. (The “diffusion” method of sum- 
marizing the behavior of these twelve key sta- 
tistical indicators was described in The Business 
Record for June, 1954, along with the postwar 
record of the diffusion index in foreshadowing 
business trends.) 
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building. Despite the strength ascribed to public- 
road and school-building programs, the 1955 con- 
struction forecast shows a higher proportion of pri- 
vate residential activity than in any other year since 
1950. 

Evidence for such an increase is mainly the be- 
havior of builders since the passage of the Housing 
Act of 1954. As to the behavior of home buyers under 


the more liberal credit terms provided by the act, | 


it will not have been adequately tested until the 
traditional expansion of home sales in the spring. As 
with the automobile market, and the favorable fore- 
casts of automobile volume on which current produc- 
tion schedules are based, the real evidence of market 
strength in housing must await the tests implicit in 
the seasonal patterns of home buying. 


WALL STREET AND OPTIMISM 


By late fall, indicators of business recovery were 
being impressively supplemented by the results of 
surveys of business opinion. Recent samples by Dun 
& Bradstreet and McGraw-Hill indicate a consider- 
able degree of optimism by businessmen in both soft 
and hard goods lines. This suggests that the day-to- 
day news flowing into sales offices across the country 
in late October and November has been quite favor- 
able. At this crucial time of the year, business deci- 
sions—with regard to budgets, production schedules, 
inventory levels—are now being made in an atmos- 
phere conducive to an expansion in activity. 

And over the past several months, the stock mar- 
ket has been tracing out a portrait of investor opti- 
mism that is now a source of astonishment even among 
the bull contingent in Wall Street itself. In the 
spring and summer of 1954, it could be argued that 
investors were reacting to a gradual recognition that 
the profits implications of the 1953-1954 recession in 
activity were turning out to be pleasantly minimal, 
and that dividends were in fact rising as the indus- 
trial production index fell. In turn, the strength of 
dividends reflected the end of the excess-profits tax, 
easing cash demands as expansion programs subsided, 
and the improvement in cash position through inven- 
tory liquidation. Apparently all of these factors were 
woven into the composition of price advances on the 
stock market. 

But the advances of the fall, which accelerated in 
the weeks after the election, seem to bear little rela- 
tion to the changes earlier in the year, and little rela- 
tion to current business conditions. A few industries— 
textiles, agricultural machinery—where recession had 
struck hard in the past, recovered at an above-average 
rate. A few others, such as steel and stone-clay-glass, 
where the near-term outlook was getting increasingly 
encouraging, also showed strong advances. But com- 
mentators were increasingly attributing the strength 
of the sustained post-election boom in stock prices 


DECEMBER, 1954 


481 


to a longer-term reappraisal of stock values, taking 
into account that postwar inflation had brought prices 
to a permanently higher level; that business cycles 
are now seemingly mild; and that the election results 


Month-to-month Business Inventory Changes 
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of 1954 provided a mandate for moderate government 
and a reasonably favorable environment for business. 

On the grounds of inventory condition and the pre- 
vailing optimism as it is reflected in surveys and the 
stock market, it would be reasonable to expect that 
indicators of business activity for the last months of 
this year and perhaps the early months of 1955 will 
be significantly higher. But for the longer pull—for 
late 1955, and perhaps for 1956—the question is 
whether current inventory policy and current opti- 
mism will survive the market tests that await them in 
the spring, and whether the optimism, in particular, 
will work its way into the spending plans of business 
for plant and capital goods. 

The recently published McGraw-Hill survey of an- 
ticipated capital outlays for 1955 pointed to only a 
moderate decline from 1954 in the annual total. In 
fact, the average quarterly rate suggested for 1955 
is not very different from the actual rate in the fourth 


quarter of 1954. And, for whatever weight can be 
placed on it, the survey found that expectations for 
capital spending in 1956 are about in line with 1955, 
even though surveys taken so far in advance have in 
the past tended to understate actual outlays. On the 
whole, the McGraw-Hill findings are encouraging, 
since they suggest a trough in capital outlays some- 
time in early 1955 and stability or even a moderate 
rise later in the year. But it should be noted that 
such a rise would have to work its way against a with- 
drawing tide in the fast-amortization expansion asso- 
ciated with the defense buildup. Between 1954 and 
1955, spending on these programs will have subsided 
very substantially. 

The year-end upturn that has had its beginnings in 
inventory demand thus faces a number of key check 
points in early 1955—in the vitally important mar- 
kets for cars, for homes, and for private capital in- 


vestment. 
Apert T. SOMMERS 


1For a money- -market view of the stock price boom, see “Financial 


Notes and Footnotes,” on page 483 Division of Business Economics 


Stock Prices: the 1954 Bull Market 
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FINANCIAL NOTES AND FOOTNOTES 


1 IS NOT in the least surprising that the question 
of what the Federal Reserve authorities think of 
the recent behavior of the stock market should so 
frequently occupy the attention of the public, espe- 
cially that part of the public primarily interested in 
the future of stock prices. 

In more than one way the current boom in the stock 
market in very large degree owes its existence to mone- 
tary and credit policy, and by the same token very few 
competent observers believe that it would long survive 
a sharp reversal of that policy. 


Could They Do It? 


It is even questioned in many quarters whether the 
Reserve authorities could effectively put ‘a damper 
upon the stock market without endangering the pros- 
pect for a good recovery in the months ahead. There 
are, of course, many who always doubt whether any 
tightening of supply can be achieved without serious 
injury to the economy. It is among these that we 
hear it said so often that the Federal Reserve people 
“learned their lesson in 1953,” and, one supposes, are 
not likely to “blunder” again. 

But no such total faith in the money managers is 
needed to see in Federal Reserve policy a very important 
factor in the current stock market situation, and, so far 
at least as psychological factors run through the stock 
market, in the current general business outlook. 


Optimism Is Strong 


There can no longer be any question that a very 
general vein of optimism running broadly through 
the general public is today a strong sustaining force 
for the stock market. In some part, at least, this 
optimism is a product of the market itself. A stock- 
market boom regularly feeds upon itself, and, if long 
sustained, is very likely to generate optimism on a 
broad front. 

But the upward surge of stock prices running with 
but little interruption for well over a year reflects, 
above all else, very high and still quite firm bond 
prices. Despite strenuous efforts, even the strongest 
investors have had but moderate success in getting 
3% on good corporate bonds. 

Investors have been on half-strike against the contin- 
ually rising prices of the best bonds for a good while 


DECEMBER, 1954 


483 


past. They have been able to keep up their resistance, 
or some of them have, by taking advantage of newly 
granted authority to invest substantial sums in corporate 
stock. For the same reason, many of the trust fund 
managers have for a good while past been seeking out 
what they regard as sound common stock. 


At the Bottom of It All 


This continuous demand for good stocks, of course, 
had its effect upon prices, and rising prices soon at- 
tracted many, many others of all types of investors, 
although most of the buying is still cash buying. 

At the bottom of all this, obviously, is central bank 
policy. 

The current situation is being sustained by the fact that, 
so far, the boom in stock prices has not, as it did in the 
late Twenties, stimulated a large flow of new issues into 
the market. Even high bond prices have not done a 
great deal to increase supply. 


Either a substantial addition to supply of invest- 
ments or a sharp reduction in the quantity of money 
seeking employment would seem to be essential if the 
stock and bond markets are to reverse recent trends. 

Corporate offerings have not as yet assumed propor- 
tions some had expected. The future does not seem 
less uncertain than is usual in this instance. Municipal 
offerings, particularly revenue bonds, are currently 
large and could assume even larger proportions. But 
there is little reason at the moment to expect them to 
be able to fill the semivoid now existing in the invest- 
ment markets. 


Would Shock the Market 


Will the Federal Reserve authorities alter their policy 
in the early future in a way to reduce the supply of 


money? We have no crystal ball, of course, but it would 
be difficult to find many observers who expect any 
change of this sort in the foreseeable future. 


The possibility remains of more moderate steps in 
the hope of controlling the boom in the stock market 
without untoward effects elsewhere. Such action 
could take the form of making “active ease” slightly 
less active or of an increase in margin requirements. 
This course may be more likely than forthright action 
of a more determined sort, but... F. WaJi 


Capital Invested, Total and Per Production Worker, in Specified Manufacturing Industries 


Total Capital Invested (Millions of Dollars) 


Food, beverages and tobacco............ 2. eee eee cence eee eeees 18,905 
Foodiand beverages: sec <r :2j0 21+ yy. 9 =. sspoine agra oloyel orn ela feces eater 16,247 
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Printing, publishing, and allied industries....................-. 4,691 

Chemicals and allied products..................eeeeeeeeeeeeee 29,270 
Chemicals and products.............:cccccceecceeeceeeeees 12,252 
Petroleum and coal products.......... 2.0... eeeeeeee cece 17,018 
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Primary metal industries.................cc cece cece eee eeeee 12,902 
Fabricated metal products (incl. ordnance)..............+.++: 7,340 
Machinery, except electrical................. 0. ccc eee eeee ees 18,540 
Electrical machinery and equipment......................05: 7,097 
Transportation equipment................. 0. cece eee eee eee 4,680 
Motor vehicles and equipment.................6...00eceeeee 8,421 

Miscellaneous manufacturing................00ccceecceeeeceee 5,315 
Instruments and related products...............0e0eeeeeeees 2,086 
Ta oh peryeep reaSbE ICI RICCI eC UIT yD Rear ALE 3,230 

Total manufacturing.............. asowedighovereanvrane Orbos 142,455 


Capital Invested per Production Worker 
“ene Dollars) 


1950 1949 1948 1951 1950 
17,545 | 15,559 | 15,458 | 15,235 | 14,183 
15,056 | 13,192 | 18,115 | 14,183 | 13,173 

2,488 2,368 2,343 | 27,860 | 26,472 
11,484 9,666 9,820 5,378 5,070 

7,685 6,458 6,487 7,075 6,404 

3,799 3,212 3,334 3,512 3,567 

5,314 4,355 4,382 5,231 4,994 

3,824 3,173 8,202 5,309 5,147 

1,489 1,181 1,181 5,039 4,640 

4,360 3,718 8,609 | 11,593 | 10,506 

4,366 4,040 3,853 9,470 9,002 
25,662 | 24,626 | 23,526 | 40,428 | 38,074 
10,556 9,311 8,797 | 22,866 | 21,368 
15,106 | 15,315 | 14,729 | 90,425 | 83,924 

1,963 1,681 1,745 | 10,734 9,912 

1,440 1,261 1,298 4,241 4,079 

3,406 2,921 2,955 8,074 7,706 
43,821 | 37,516 | 38,490 | 10,173 9,488 
11,890 | 10,014 9,983 | 11,387 | 10,994 

6,270 5,300 5,451 7,846 7,520 
10,788 9,389 9,556 | 10,847 | 10,344 

5,657 4,587 4,899 9,227 8,443 

2,828 2,478 2,671 9,131 8,458 

6,888 5,748 5,980 | 11,896 9,817 

4,602 3,971 4,003 8,778 8,144 

1,660 1,288 1.231 9,629 9,023 

2,941 2,683 2,772 8,304 7,720 

123,961 | 109,318 | 109,189 | 10,829 | 10,064 
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Nors: Capital invested is total assets less investments in government obligations and securities of other corporations. Comparable data prior to 1948 appear in the tables on 


pages $15 and $16 of “The Economic Almanac, 1953-54.” 
Sources: Treasury Department; Bureau of Labor Statistics; Tam ConFERENCcE Boarp 


THE WORKER AND 


manufacturers, particularly of plant and equip- 

ment, has provided a record high amount of 
capital per production worker. This expansion has 
occurred when employment has also been high. In 
times of low business activity, the figure of capital 
invested per employee may be as high or higher be- 
cause of a drop in employment but it does not neces- 
sarily indicate any increase in the investment total. 


CONSIDERABLE RISE SINCE 1939 


Preliminary data indicate that $13,700 of capital 
per production worker had been invested in American 
manufacturing by the middle of 1954. This is more 
than double the amount that had been available in 
1939. Of course a good part of the fifteen-year in- 
crease is simply the result of price increases and does 
not mean that manufacturing capacity per employee 
has doubled. Prices have not quite doubled in the 
interval. ; 

The above estimate is based upon data compiled 
by the Federal Trade Commission and the Securities 


Cent UED expansion of assets by American 
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CAPITAL INVESTED 


and Exchange Commission and is not completely com- 
parable with those in Tae ConrerENce Boarn’s series 
which are shown in the accompanying tables. The 
Board’s series are based upon Internal Revenue Serv- 
ice data published in “Statistics of Income.’! The 
latest data that are available from that source are 
for 1951. A comparison of the two series follows: 


Capital Invested per Production Worker 
June, 1954 1951 1950 
Federal Trade Commission-Securities 
and Exchange Commission........ $13,700 $12,010 ..... 
Internal Revenue Service............ ..... 10,829 10,064 


Overlapping data for 1951 show that use of the 
FTC-SEC data produce a capital invested figure 
about one tenth above the IRS data. This difference 
is due wholly to higher total capital investment shown 
by the FTC-SEC, since the same employment figures 
are used to calculate both series. 

The average capital investment for each produc- 

1Some of the difference between the series can be attributed to the 

EC inclusion of corporations which may have gone ‘out of 


business by the year’s end. These corporations are cl ified 
inactive and do not appear in “Statistics of Income” ee: = 
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tion worker in manufacturing (Conference Board 
series) was $10,829 in 1951, an increase of about $770 
over 1950. Several industries were far above the av- 
erage—petroleum and coal products, leading with 
$90,425 invested per worker; tobacco and manufac- 
tures, $27,860; and chemicals and products, $22,866. 
The industries classified under metal products and 
processes fell in a range from $7,846 to $11,896. 


INDUSTRIES IN SAME RANKING 


As in the past, the same industries were at the bot- 
tom of the 1951 list: apparel and products, leather 
and products, and furniture and fixtures, each below 
$5,100 in capital invested per worker. Apparel and 
products is the only industry to show a decline in in- 
vestment per worker. This is the result of a dip in 
total capital invested, together with an increase in 
the number of workers. There was also a minor de- 
cline in total investment in the leather industry. In 
this case, however, a sizable decrease in employment 
resulted in an increase of over $150 in the per worker 
figure. 


In 1939, the average investment per worker was 
$6,006. Petroleum and coal products was the leader 
with $58,306, this time followed by $14,336 for chemi- 
cals and products, and tobacco manufactures with 
$10,785. Apparel and products ($1,271 per worker) 
was at the bottom of the list. 
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The figure of $90,425 in petroleum refining is an 
overstatement of capital investment per employee for 
that industry as of the end of 1951. In the data on 
capital invested, obtained from the tax reports of cor- 
porations to the Internal Revenue Service, integrated 
companies may be classified as refiners even though 
sizable proportions of their assets are in production 
or marketing, because the basis used for classifying 
is the activity accounting for the largest part of sales. 
To a certain extent, this shortcoming is present in 
reporting other industries. But it is most pronounced 
in petroleum because of the integrated nature of the 
industry. The employment figures come from the Bu- 
reau of Labor Statistics, which is able to classify 
employees more accurately on the basis of their 
activity. 


DOLLAR RISE AT RECORD HIGH 


Total capital investment in manufacturing was 
slightly below $142.5 billion at the end of 1951. This 
is an increase of $18.5 billion over the previous year. 
Dollarwise, this is the largest increase on record, but 
there were several times between 1940 and 1947 when 
larger percentage increases occurred. The combined 
decreases of the apparel and leather industries 
amounted to only $52 million—the increases of the 
remaining industries totaling $18,546 million. Nearly 
15% of this was accounted for by the machinery (ex- 


Capital Invested, Net Earnings, and Rate of Return on Capital Invested in Corporate Manufacturing 


Capital Invested in Millions of 
Dollars 


Food, beverages and tobacco 
Food and beverages 
Tobacco manufactures 


2,624 


Textiles and their products...............!.--..000-- 
Textile-mill products...............- Soe SebGeceee ee 8,097 
Apparel and products made from fabrics............ 3,033 

Lumber, wood products, and furniture and fixtures... .. 4,694 
Lumber and wood products...........--.++-+-+005: 3,277 
Furniture and fixtures................000 0 eee ee eeee 1,417 

Paper and allied products.........-..-.-:+-e0eee eee 4,958 


4,283 
28,797 
11,971 
16,827 

2,267 

1,344 

3,627 
52,363 
12,737 

6,917 
12,955 

6,851 

4,586 

8,316 

4,924 

2,011 

2,913 


Printing, publishing, and allied industries 
Chemicals and allied products 
Chemicals and products 
Petroleum and coal products 
Rubber products 
Leather and products 
Stone, clay, and glass products 
Metal products and processes 
Primary metal industries 
Fabricated metal products (incl. ordnance) 
Machinery, except electrical . 
Electrical machinery and equipment 
Transportation equipment 
Motor vehicles and equipment 
Miscellaneous manufacturing 
Instruments and related products 


wow ere ese n eee eerste 
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Wialleiie ete aille fe: oF erie, enw, /6\ shia) a) she “a si « 
SO CeO OR co ACC) Cork Cmca Serer Ug 

Pe a ee 

a? elivtie)(ella' lela, jane oid ove elsie ete le..6 9% 


1950 


2,454 


10,550 


7,475 
3,076 
4,342 
3,002 
1,340 
4,294 
3,966 


25,223 
10,286 
14,937 


1,947 
1,348 
3,216 


42,399 
11,243 


5,879 


10,306 


5,430 
2,761 
6,780 
4,232 
1,599 
2,632 


Net Earnings 


Net Earnings as Per Cent 
(Millions of Dollars) er eed og 


Capital Invested 


— eee ee: Os OE |  _ 


16,062 
13,608 


_ 


4,417 
2,422 
5,667 
3,650 
1,242 
2,408 


Nore: Net earnings are net profits after taxes, less income from security investments. Comparable data prior to 1949 appear on pages $17-819 of “The Economic Almanac, 
@ . 


1958-54.” 
Sources: Treasury Department; Tox CoNFERENCE Boarp 
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cept electrical) industry. Others with increases over 
$1.5 billion were petroleum and coal products, trans- 
portation equipment, chemicals and products, motor 
vehicles and equipment, and the primary metal in- 
dustries. Capital investment is defined as total assets, 
less investments in government obligations and securi- 
ties in other corporations. The assets are figured at 
book value and so do not reflect replacement cost. 

Net earnings (net profits after taxes, less income 
from security investments), both in dollar form and 
expressed as a percentage of capital invested, show 
considerable fluctuations from year to year. Net 
earnings for all manufacturing corporations rose to 
a new high of $11.5 billion in 1950—$3.9 billion ahead 
of 1949. However, net profits for the following twelve 
months were $2.4 billion below this year-earlier total. 
More than a billion dollars of the decline was in metal 
products and processes. The petroleum and coal prod- 
ucts industry had the only increase in net earnings— 
$10 million. 

Despite the yearly fluctuations, certain industries, 
however, can be found year after year with a return 
on investment greater than that for the average (i.e., 
metal products and processes, excluding transporta- 
tion equipment, chemicals and products, and stone, 
clay and glass products). Prior to 1947, food and 
beverages were generally above the average for all 
manufacturing—since then, consistently below. Tex- 
tile-mill products, usually above the average, has 
been at the bottom of the list since 1948. 


Anita R. BeckeERMAN 
Frank Gaston 
Division of Business Economics 


BUSINESS FORECASTS 


Agriculture 


The Demand and Price Situation, United States Depart- 
ment of Agriculture (October) —“It seems likely that de- 
mand conditions for farm products—including both domes- 
tic and foreign demands—will be at least as good in 1955 
as this year. Prices received by farmers may be expected 
to average close to levels prevailing this fall. Cost rates or 
prices paid by farmers are also likely to continue next year 
close to recent levels. The parity ratio—ratio of prices 
received to prices paid, interest, taxes and wage rates—is 
not likely to change much. 

“Supplies of farm products will continue large in 1955. 
... The alternate uses of acreages diverted from wheat and 
cotton, and continued high rates of output of most live- 
stock products indicate that agricultural production next 
year may total almost as large as in 1954, when drought 
was widespread. 


“|. cash receipts from farm marketings in 1955 may be 
somewhat under the $30 billion received in 1954... . But 
farm production expenses may be reduced further, reflect- 
ing lower outlays for labor and other operating expenses. 
. . . On balance, farm operators’ realized net income in 
1955 should approach that of 1954.” 


Retail Trade 


Women’s Wear Daily (November 1)—“The coming 
season will prove to be an improvement over last year with 
the possibility that substantial increases can be effected, 
according to some of the outstanding quality retailers in 
New York City. 

“Fach retailer of this apparel category interviewed point- 
ed out that there was no slackening of consumer interest in 
better merchandise. On the other hand, they said new 
devotees of top fashion goods were being gained with each 
season. 

“A strong factor in spring ordering will be the activity 
that has attended quality departments during the current 
fall season. In the face of unseasonable weather, these 
divisions are not suffering. Some rolled up gains with the 
balance holding their own. 

“Indicative of the retail view in looking toward spring, 
store executives said that placement of quality goods [orders] 
would be at approximately the same time but that earlier 
deliveries would be sought.” 


Construction 


Steel (November 1)—“Construction, bright spot in the 
nation’s economy this year, will play an equally shining role 
in 1955... . 

“What are the prospects for 1955? Construction will 
maintain its $36.5 billion pace. Here are the plus factors: 


“Private housing should enjoy another million-unit-plus 
year. Mortgage money is still easy, personal income is stable, 
more GI’s are expected to take advantage of their home- 
loan privileges. . . . 


“Another reason for optimism in continued high-level 
construction next year is the expected stability of con- 
struction costs. In a recent Associated General Contractors 
of America Incorporated survey, 75% of the members 
expected no change in material costs next year; 60% said 
wage rates would hold the line, although 89% look for an 
increase.” 


Steel 


American Metal Market (November 18) —“The American 
steel industry next year will, at conservative estimate, sur- 
pass by 5 to 10 million tons its 1954 production, which will 
amount to approximately 86 million tons, Benjamin F. 
Fairless, chairman of the board of United States Steel Cor- 
poration, forecast here today in a talk to the annual meet- 
ing of the Alabama State Chamber of Commerce. 


“As for the American economy generally, Mr. Fairless 
said that ‘my personal opinion is that the year 1955 should 
be one of moderate gains all along the line; and that busi- 
ness as a whole will gather its strength and regroup its 
forces for a still more rapid expansion in the latter part of 
the 1950’s.’” 


BUSINESS RECORD 


Steel (October 25) —“Steelmakers’ records a year from 
now may show an enviable 7% increase over 1954. Opera- 
tions in 1955 should average 75% of capacity. 


“The 75% figure doesn’t sound too vigorous, but it’s mis- 
leading. It will amount to over 93 million tons of steel for 
ingots and castings, which add up to the fourth or fifth 
highest production year in the industry’s history. . . . 

“Here are some of the factors the steel planners are 
looking at: 


“Construction, one of the mainstays of the steel industry 
this year, shows promise of another big year ahead. 


“The railroads, who completely dropped out of the steel 
market this year by living off inventories, will have to come 
back into the market in 1955, even if their business remains 
at its low level. 


“The auto industry, already creating longer delivery 
schedules with its pickup in demand, is preparing for a year 
at least as good as 1954. 


“Capital equipment indexes have shown an upturn from 
their long decline and should maintain production in 1955 
above this year’s level.” 


Coal 


The Journal of Commerce (November 4)—“The ailing 
bituminous coal industry is showing signs of recuperation. 
Several large producers already are predicting that the trend 
toward high sales and earnings which put in an appearance 
in the fourth quarter will continue into 1955. 


“Demand for coal from the steel and utility industries is 
gaining, and further increases are expected next year, indus- 
try leaders agree. 

“At the same time, costs have been cut to the bone. Over 
2,400 marginal mines have been closed down during the 
past three years. 

“With coal prices showing signs of firming up, operations 
at the remaining lower-cost mines are expected to yield 
better profits for coal producers.” 


The Wall Street Journal (November 15) —“Improvement 
in coal production the next few months, compared with the 
first nine months this year, was forecast by R. H. Smith, 
president of the Norfolk & Western Railway. 


“Expressing optimism over the long-term future of 
coal, Mr. Smith told the New York Society of Security 
Analysts a gain in coal output has already set in. 


“Electric generation utilities, even larger users of coal 
than the steel industry, Mr. Smith noted, have increased 
their coal use 194% from the mid-1930’s, and future in- 
creases are in prospect. The atomic energy program, he 
added, instead of taking the place of other heat energy 
fuels, ‘seems likely to create use for considerably more of 


these fuels. 


Defense Spending 


Aviation Week (November 8) —‘Forecast of how defense 
spending will run for aircraft and related industries was 
given to Aviation Week by W. J. McNeil, Assistant Secre- 
tary of Defense and Controller of the Defense Department. 
Mr. McNeil’s forecast: 


“Aircraft expenditures will hold steady at about the 
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$8-billion level for the next two years. Bomber expendi- 
tures will remain about the same as in fiscal 1954 as fewer 
but more expensive B-52’s replace the B-47. ... 

“Guided missile expenditures will increase from $300 
million in fiscal 1954 to more than $500 million in fiscal 
1955 and continue to rise in fiscal 1956-1957... . 


“Plant facility expenditures will continue to decrease 
from the $1-billion level of fiscal 1953-1954. About $600 
million will be spent in fiscal 1955, decreasing to about $400 
million or $500 million in fiscal 1956... . 

“The Defense Department expects to continue its annual 
contracting rate at about $13 billion for the next two fiscal 
years.” 


General 


The Wall Street Journal (October 25)—‘Business next 
year will fit in between 1953 and 1954, in the opinion of a 
group of the nation’s top business and industry leaders. 

“Economic activity next year should top this year, they 
agreed, but won’t match the record pace of 1953. And, al- 
though business will be good, the individual businessman 
will be battling for the consumer’s dollar in the most com- 
petitive markets since the end of World War II. 


“This economic forecast came from about one-hundred 
members of the government’s Business Advisory Council, 
here for a three-day conference which wound up yester- 
day.... 

“While the Advisory Council as a whole figured there'll 
be a business upturn next year, it recognized this might be 
of short duration—lasting only a few months... . 

“Less optimistic members made it clear they were not 
‘pessimistic’ but they cited ‘unpleasant factors’ like unem- 
ployment having continued around the 3-million level for 
a number of months and the fact the yearly rise in pro- 
ductivity per worker means consumption must increase to 
take up the higher production.” 

National City Monthly Letter (November) —“The month 
of October has brought further evidence of business pickup 
and strengthened confidence, with production rising a little 
and industrial buying more active. Seasonal influences, of 
course, are playing a part, but the improvement seems to go 
beyond purely seasonal trends. Probably its chief support 
is the reduction of inventories to the point where new com- 
mitments have to be made. Employment, except on the 
farms, is gaining moderately and unemployment diminish- 
ing. The high level of construction and retail business is 
maintained, although warm weather hurt the fall clothing 
season. 

“Looking ahead to the year end, a rise in the industrial 
production indexes (seasonally adjusted) is confidently pre- 
dicted, if only because November and December will be 
months of heavy automobile output. .. . 

“Any poll of current opinion among businessmen and 
economists would show widespread expectation that the 
period ahead will be one of modest recovery. In the swings 
of business in 1953 and 1954, three phases can be dis- 
tinguished. The decline ran from the summer of 1953 to 
about March of this year. The spring, summer and early 
fall brought stability and sidewise movement. Now there 
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Durable Goods Have Dominated the Postwar Expansion in Manufacturing 
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Sources: Bureau of the Census; Federal Reserve Board; The Conference Board 


THAT POSTWAR PRODUCTION UPSURGE 


The climb of industrial output to its 1953 peak owed much to 
the growth of capital goods and ordnance 


P YHE MILD RECESSION of 1953-1954 was re- 
flected more directly and forcibly in the Federal 
Reserve’s industrial production index than in 

any other general indicator of economic activity. The 

index dropped 10% in eight months—from 137 in 

July, 1953, to 123 in March, 1954. This decline meas- 

ured the effect of a reduction in government defense 

expenditures, in business outlays for equipment, in 
consumer buying of durables, and in the inventory 
liquidation that accompanied these reductions. 


Over the subsequent seven months through 
October, 1954, the index held steady within a nar- 
row range of 123-125 (1947-1949=100). And whither 
now? Business analysts, who have already observed 
a number of signs of quickening economic activity, 
will be watching this index closely for a basic descrip- 
tion of the pace and extent of recovery. But expecta- 
tions for the index over the months ahead may be mis- 
leading unless the inevitable comparisons with 1953 
are tempered by an appreciation of certain important 
changes in the composition of American industrial 
production. These occurred in the years leading up 
to the 1953 all-time high and in the eighteen months 
since that peak was passed. 
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The postwar surge of industrial production was 
composed of many currents and cross currents. In 
1953, when industrial output as a whole was 34% 
above the 1947-1949 average, the output of consumer 
goods was up only 17%; that of materials and parts, 
82%; and that of equipment and ordnance, fully 
70%. As industrial production receded from its 1953 
peak, the declines were concentrated among equip- 
ment and ordnance items, a wide range of con- 
sumer durable goods, and the durable materials and 
parts associated with them. 


FINDING THE ANSWERS 


In view of the importance of these items to the 
high level of output in 1953, what are the prospects 
for recovery in 1955? Is it likely that production of 
such durables will match the high-record volume of 
1953? And if not, can the output of consumer goods 
and of the materials going into them, fill the produc- 
tion gap? 

The answers to these questions lie in an examina- 
tion of the relative production trends for significant 
economic commodity groupings. In order to focus 
upon the shifts that have taken place, the various 
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production series entering into the Federal Reserve 
index! have been classified into five basic groups: 


Consumer durable goods 

Consumer nondurable goods 
Producers’ equipment and ordnance 
Producers’ durable materials 
Producers’ nondurable materials 


The first three groups represent finished or end prod- 
ucts. The last two groups include intermediate 
products destined for further fabrication.? 

The production series included in each of these five 
categories were then combined into group indexes, 
using the same weights as in the Federal Reserve 
index. Thus Tas Conrerence Boarn’s group indexes 
represent a recombination of Federal Reserve pro- 
duction statistics. (Indexes for each of the economic 
groupings are charted on page 490, and matched 
against the corresponding Federal Reserve indexes.) 

Dramatically contrasting patterns of production 
emerge when total output is broken down into these 
economic groupings. At one extreme is the spec- 
tacular surge in the production of equipment and 
ordnance. At the other is the grudging growth in 
the output of consumer nondurables. The pace of 
consumer durables rises sharply, with added spurts in 
1950 and 1953. The production of intermediate goods 
also rises, alternately outpacing and lagging behind 
finished products. 


Thus between 1947 and 1953 the output of equip- 
ment and ordnance rose sharply, both in dollar terms 
and as a percentage of total production.* By 1953, 
consumer durables were being turned out at a rate 
matched only by that of 1950. And the output of 
producers’ durable materials had expanded to become 
the largest component in manufacturing production. 


1Tax ConrerENce Boarp’s economic groupings are based upon 
published components of the Federal Reserve index. The Federal 
Reserve itself is now developing similar economic groupings, based 
on greater detail and permitting greater accuracy of classification. 

*It should be noted that certain materials entering into industrial 
production, such as agricultural products, are not included in the 
intermediate product groups. And certain products included in these 
groups, such as construction materials, pass on to other industries 
for further processing. 

*The consumer durable goods, producers’ durable materials, and 
producers’ equipment and ordnance groupings are the equivalent of 
the Federal Reserve’s index of durable manufactures. The consumer 
nondurable goods and producers’ nondurable materials groupings are 
the equivalent of the index of nondurable manufactures. The five 

oupings together add up to the index of industrial production. 

The Federal Reserve’s index of mineral production is divided between 
the two producers’ materials groupings for purposes of comparison 
with total industrial production. Mineral fuels are classified with 
nondurable materials; metal, stone and earth minerals, with durable 
materials.) 

‘It is impossible to segregate completely producers’ equipment 
from ordnance in production statistics. However, the output of two 
identifiable defense items—military aircraft and output of ordnance 
plants—apparently accounted for about a third of the 1950-to-1953 
expansion in the combined equipment and ordnance groupings. A 
substantial amount of the remaining increase must have been 
accounted for by military vehicles, electronic devices and the ordnance 
produced as secondary products in civilian plants. 
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The output of producers’ nondurable materials had 
also risen appreciably but was about unchanged as 
a percentage of the total. Consumer nondurables 
were only slightly above the 1947 level and had fallen 
markedly as a percentage of the total. 


Each of the years between 1947 and 1953 was 
marked by production gains. And although each year 
had its individual character, a persistent theme was 
the increasing importance of durable goods produc- 
tion—for consumers industry, and government. In 
1947, value added! in all manufacturing amounted to 
$74.4 billion. Production of consumer nondurable 
goods accounted for the largest part (29%) of this 
total. Production of intermediate goods was next in 
importance. In this division, durable materials ac- 
counted, for 25% of all value added; nondurable ma- 
terials, for 21%. Output of producers’ equipment and 
ordnance accounted for 17% of the total. (Equip- 
ment purchases had already risen to substantial levels 
by 1947, as industry pushed its postwar expansion and 
renovation of capacity. Military procurement was 
low, and was not to rise significantly until hostilities 
in Korea stepped up the nation’s defense efforts.) 
Output of consumer durable goods accounted for the 
remaining 8%. 

Over the following two years (1948 and 1949) 
value added in manufacturing. rose to $77.1 billion, 
then subsided to $72.3 billion. In the course of the 
cycle, the relative position of the economic groups 
was virtually undisturbed, although consumer goods 
fared slightly better than producers’ goods. The out- 
put of consumer goods rose some 2% to 3% during the 
1948 expansion. The output of consumers’ durables 
did not respond at all to the 1949 decline. And output 
of consumers’ nondurables slipped off less than 1%. 


1Value added (or created) in manufacturing is the total value of 
production, minus the cost of materials, supplies, containers, fuel, 
purchased electric energy, and contract work consumed in that 
production. For 1947, value added is taken from the Census of 
Manufactures. For subsequent years, value added is extrapolated 
on the basis of Taz CONFERENCE Boarp’s group indexes. Since the 
production indexes measure changes in physical output, price fluc- 
tuations are not reflected in the annual estimates of value added. 


Manufacturing Production, by Commodity Groups, 
1947 and 1953 


Value Added in Manufacture 
(Billions of 1947 Dollars) 


Commodity Group 1947 1953 
Billi f Billi f 
Dollars | of Petal | Dellars | of Total 
Consumer durable goods......... $ 6.2 8 | $8.8 9 
Consumer nondurable goods...... 21.4 29 24.0 24 
Equipment and ordnance........ 12.8 17 21.1 21 
Producers’ durable materials..... 18.6 25 26.4 26 
Producers’ nondurable materials..} 15.3 Q1 20.0 20 
All manufacturing............ Th.d 100 100.2 | 100 
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Postwar Production Trends 


INDUSTRIAL 
PRODUCTION & 


7 


INTERMEDIATE 5 
PRODUCTS, « 


INDUSTRIAL 
PRODUCTION 


48 0M Dtalcie 03 194i 4 oe 49m 50 


PRODUCERS’ 
NONDURABLE 
MATERIALS 


NONDURABLE 
MANUFACTURES j=.” 


CONSUMERS’ 
NONDURABLE 
GOODS 


80 
ISAT ABE WA 9% e508 05) 905 2: 1947 "48 49 


Output of each of the groups of producers’ goods rose 
more sharply and fell off correspondingly more in 
1949, to levels somewhat below those of 1947. 

With economic revival in 1950, manufacturing pro- 
duction began to expand rapidly—and unevenly. 
The sixteen-point bulge in the Federal Reserve index 
was the equivalent of an increase of $12 billion in 
value added, bringing the figure to $84.3 billion. The 
1949-1950 jump was made up as follows: 


Billions of 

1947 Dollars 
Finished manufactures..................... 4.9 
Consumer durables..................... 2.4 
onsumer nondurables.................. 1.5 
Equipment and ordnance................ 1.0 
Intermediate products...................... 7.8 
Durable materials...................... 4.4 
Nondurable materials................... 2.8 


MANUFACTURES | 
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Industrial production had soared 34%, 
above the 1947-49 level by 1953, but 
the various classes of goods partici- 
pated unequally in the upward sweep 
of the index. Output of equipment 
and ordnance zoomed after the out- 
break of Korean hostilities, and that 
of consumers’ durables was consistently 
high. Output of intermediate products 
responded to the durables boom. 
Consumers’ nondurables output lagged. 


(All figures are index numbers: 1947-49=100.) 
Sources: Federal Reserve Board; The Conference 
Board 
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Strong impetus to the upturn in production came 
from expanded output of consumer durables. The 
output of other finished goods increased far less spec- 
tacularly. But the output of intermediate products 
shot forward vigorously. 

Increased output of intermediate products was re- 
quired to support higher levels of finished goods 
manufacture. But precautionary accumulation of 
inventories in the last half of 1950 (when manufac- 
turers boosted their stocks of purchased materials by 
a third) added substantially to the pace of produc- 
tion in producers’ goods industries. 

In 1951, production increased further, and value 
added in manufacturing rose to $89.7 billion. But the 
impetus then came almost entirely from defense and 
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defense-related activities. It was in 1951 that the 
largest postwar spurt in the production of equipment 
and ordnance occurred. Increased production of these 
items accounted for $3.8 billion of the $5.4-billion gain 
in manufacturing. Output of intermediate products 
continued to expand, but at a slower rate than in the 
previous year. (There was little further accumulation 
of purchased materials, although manufacturers’ 
stocks of goods in process and finished goods did in- 
crease modestly.) Output of consumer goods actu- 
ally declined. 

The rate of increase in production slowed percep- 
tibly in 1952. Value added in manufacturing totaled 
$92.1 billion. Only continued expansion in the output 
of equipment and ordnance items added to the pace 
of manufacturing. A slight increase in the output of 
consumer nondurables offset a further mild decline 
in the output of consumer durables. Production of 
materials eased off. 

A renewed burst of production brought output to 
an all-time high in 1953. Value added in manufacture 
rose to $100.2 billion, and the $8.1-billion increase was 
made up as follows: 


Billions 
of Dollars 
Finished manufactures.............0-0-2055 8.9 
Consumer durables...................-- 1.5 
Consumer nondurables................- 0.5 
Equipment and ordnance................ 1.9 
Intermediate products...........20-000000 055 4.8 
Durable materials. «.......5¢2.....9.55¢. Sal 
Nondurable materials................... iL 2 


Again, as in 1950, expanded output of consumer 
durables sparked the production boom. Equipment 
and ordnance production continued to rise, although 
at a slower rate than in previous years. Consumer 
nondurables production nudged ahead. Reflecting 
the higher levels of finished durables output, the pro- 
duction of durable materials shot forward. And again, 
as in late 1950, the buildup of inventories in durable 
goods industries provided a fillip to the already 
swollen demand for durable materials. 

It was from this high level and composition of 
industrial production that the 1953-1954 recession 
proceeded. (See chart.) As output fell 10% from 
its peak in July, 1953, the areas of greatest weakness 
were all concentrated among the durables groups. 
Sharp cutbacks in military procurement and reduced 
equipment buying by private industry resulted in a 
decline of 13% in the output of equipment and ord- 
nance. A decline in hard-goods buying by consumers 
was reflected in a slump of 15% in the production of 
consumer durables. And the impact of lightened pro- 
duction schedules for these goods upon the output of 
durable materials was accentuated by liquidation of 
manufacturers’ inventories of purchased materials. 
(By April, 1954, and before other forms of inventories 
turned down significantly, stocks of purchased durable 
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materials were cut 16%.) The result was a drop of 
18% in the output of durable materials. Production 
of consumer nondurables, however, declined only 6%, 
and nondurable materials even less (4%). 

In projecting a general business recovery in terms 
of the industrial production index, the composition 
of 1953 output and the locus of recent declines should 
be weighed carefully. Although the letting of military 
contracts has been stepped up in recent months, the 
decline in deliveries of defense items is expected to 
continue into 1955. Equipment buying by industry 
is also projected at lower levels than in 1954. And 
while trade sources herald a revival in consumer dur- 
ables buying, the most optimistic forecasts for 1955 
don’t add up to the high totals of 1953. 

The buoyancy to boost the production index to 
levels approaching those of 1953 may thus be missing 
in the finished durable goods groups, and in the dur- 


Slump in Output Concentrated in Durables 
Index, 1947-1949=100 
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able materials group which supports finished manu- 
factures. The strength to offset these durables areas 
would thus have to come from the nondurables sector. 
This would apparently involve a rate of growth in the 
output of consumer nondurables which would exceed 
the experience of the years since 1947. 

In any event, it would appear from recent trends in 
output and markets for manufactured goods that if 
and as recovery develops in 1955 it may mark at 
least a halt, and perhaps a gradual reversal, of the 
postwar dominance of durables. Measured against 
their 1953 peak, the performance of soft-goods pro- 
duction may be more favorable, and durables less 
favorable, than their postwar trends have thus far 
suggested. 


Mitton Lipton 
Division of Business Economics 


Future World Trade 


“Given no major war, world trade is likely to go on 
expanding during the next six or seven years at much the 
same rate as the 3% to 4% of recent years. Thus by 1960 
the turnover of world trade, in terms of 1929 prices, may be 
about $110 billion—or about double that of 1929.” 


This estimate is based upon the expectation of a contin- 
ued increase in world population at a rate of about 1% a 
year, of a greater market in primary producing countries 
as a result of favorable terms of trade, of an increase in 
trade from a growth in industrialization, of an easing im 
international trade through more liberal policies (including 
convertibility) , and of the gradual disappearance of a world 
divided between East and West. 

“The likelihood [is] that United States imports will con- 
tinue to grow, not only in proportion to the growth of 
United States national income, but probably at a somewhat 
faster rate; as the Paley Report showed, a growing tendency 
towards insufficiency in United States domestic production 
of certain raw materials may be expected in the next twenty 
years. The conviction [is] that more liberal policies in inter- 
national trade are gradually gaining strength. The certainty 
[too is] that soon, possibly before next June, a great step 
forward in freeing international trade from the strait-jacket 
of exchange controls will be taken when a measure of gen- 
eral convertibility is restored. [There is] the hope that the 
division of the world—by the Iron Curtain—into two mu- 
tually exclusive trade blocs will slowly break down, as both 


sides realize that each stands to lose and as international 
tension fades. 


“But Britain’s share of total world trade may fall quite 
seriously by 1960. . . .” This view is based upon the increased 
competition from Germany and Japan in overseas markets, 
the higher cost of imported raw materials, the increased 
industrialization in overseas sterling area markets, and the 
possibility that Commonwealth markets will be weakened 


by international agreements or by Commonwealth action to 
reduce preferences. 


Seeks U. S. Companies’ Aid in Survey 
of Foreign Trade Fairs 


As part of its stepped-up international trade-fair 
program, the Department of Commerce is conduct- 
ing a “Survey of United States Company Participa- 
tion in International Trade Fairs.” All business firms 
interested in increasing international trade and the 
prestige of American products abroad are being invited 
to participate in a survey of foreign exhibition plans. 
Responses to this survey will be received by the 
Department of Commerce, or any of its field offices, 
and used as a basis for the strengthening and expand- 
ing of the Commerce Department’s program of assist- 
ance to American companies trading abroad. 


The Commerce Department plans to: 


1. Maintain a strengthened information center on inter- 
national trade fairs in Washington, D. C. 


2. Supply American companies with information which 
will assist them in deciding on, and arranging with, the 
proper trade shows in which to exhibit their products. 

8. Establish an exhibit, jointly sponsored by govern- 
ment and industry (in addition to the separate company 
exhibits), in a central location at selected international 
trade fairs abroad. 

4. Provide individual company exhibitors at the same 
fairs with services which will enable them to realize the 
greatest benefits from the presence of this exhibit. 


5. Maintain a United States trade promotion booth in 
the central location, serving as a reception, appointment, 
and trade information center and rendering on-the-spot 
services to enable United States and foreign buyers and 
sellers seeking business contacts to get in touch with each 
other. 

6. Provide United States trade promotion and marketing 
specialists to meet with foreign business groups and indi- 
vidual businessmen in advance of and at the fair as a stimu- 
lus to development of actual trade opportunities and busi- 
ness contacts for American firms. 


Companies interested in this program can obtain 
further information by writing directly to the Depart- 
ment of Commerce, or by contacting any of its field 
offices. 


In addition there is “an appreciation of the growth of the 
United States of America as a major factor in world trade. 
Apart from greater competition, this growth has also 
brought with it fears of instability in the United States 
market which would not only jeopardize precious United 
Kingdom dollar exports but also give rise to severe com- 
petition from hordes of high-pressure United States sales- 
men whenever business flags in the United States... .” 


The expectation also exists “that United Kingdom costs 
will prove less elastic than those of some of its rivals. The 
drawbacks of the welfare state, the high proportion of 
obsolete or obsolescent machinery and buildings, the need 
(politically dictated) to invest in the Commonwealth, and 
the lethargy and lack of imagination among managers, all 
retard Britain’s ability to meet foreign competition.”— 
Economic Digest, Economic Research Council, London, 
October, 1954, pp. 453-4. 
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Executives Report How They 


Survey of Business Practices 


STIMULATE SALESMEN TO BETTER SELLING 


proach to stimulating salesmen, say the majority 
of the 116 manufacturing companies cooperating 
in this month’s survey of business practices. One 
hundred out of the 116 reporting firms indicate that 
they use some form of financial incentive other than 
straight salary payments. 
Typically, one steel executive comments: 


“ae the pocketbook is still the best ap- 


“The most successful salesman is basically a material- 
ist. He has the driving desire to make money. Therefore, 
good financial rewards with incentives tied to his pro- 
duction of orders seem to be essential. Nonfinancial in- 
centives are useful but are of secondary importance.” 


Over half of the companies pay their salesmen a 
bonus or commission on sales in addition to a salary. 
Other popular financial incentives include sales con- 
tests, with merchandise or cash awards as prizes, 
straight commission arrangements and salary in- 
creases based on merit ratings. 

However, many companies stress that financial in- 
centives are not enough, and fifty-three out of the 116 
cooperators rely heavily on some form of nonmone- 
tary stimulation. The two most frequently mentioned 
are sales training and supervision, and sales meetings. 
As one producer of heating and plumbing equipment 
puts it: 


“Generally, all salesmen would like to do a better job— 
but it takes more than stimulation or inducement. Dif- 
ferent types of salesmen are needed for each business. 
A suitable man must be selected for the job, be well- 
trained for it, and he must have a clear understanding 
of his responsibilities as well as his objectives.” 


Similarly, an office equipment executive writes: 


“We consider the first requisite to the motivation of 
salesmen is getting the salesman into the right mental 
attitude toward selling. Salesmen today must know as 
they never knew before what they are talking about. 
Second, they must recognize their responsibilities to the 
company for the products and everything that is done 
to help them sell. We have a continuous course of sales 
training, as well as a steady flow of sales promotional 
ideas. The salesmen’s interest and enthusiasm are con- 
stantly maintained by branch meetings, sectional con- 
ventions, traveling sales conventions and division con- 
ventions.” 
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The above comment also illustrates the point that 
most of the reporting companies do not rely exclu- 
sively on any one form of salesman motivation. As 
one chemical concern states, “it is the combination 
and balance of the several elements in our program 
that induce our salesmen to do a better selling job.” 


THE POCKETBOOK APPROACH 


Sixty out of the 116 cooperating companies use 
some form of fixed salary plus “commission” or 
“bonus” payments to spur salesmen’s efforts. Most of 
these companies report general satisfaction with this 
method, for in the words of one chemicals producer 
“it establishes the principle of earnings in proportion 
to the quality of performance.” 

Some of these companies pay their salesmen a salary 
plus a bonus that is based on dollar sales made in 
excess of a quota. At one nonmetals products firm, 
“the bonus incentive is paid against progress over a 
program sales figure. At the beginning of each year a 
salesman is assigned a sales program for the year. 
This program represents no more than an average 
job on his part and should be attained by average 
performance. Once a man’s sales go beyond his pro- 
gram, he participates in incentive payments through 
a percentage of sales, which, in our case, is 112% on 
all sales above program.” 

One food manufacturer tries to get all salesmen to 
participate in bonus payments by establishing quotas 
at “approximately 80% of the sales forecast. There 
is no penalty for not meeting quotas but, when this 
happens, suitable explanations must be found or the 
salesman is replaced. In some cases he is transferred 
to a less important territory.” 


Quotas a Stumbling Block 


Cooperators making quota-bonus payments indi- 
cate that the crux of the matter is the establishment 
of equitable sales quotas. A textile executive describes 
his company’s experience as follows: 


“Our principal problem in certain product fields has 
been setting proper quotas. Some of our lines are sold 
in the industrial field where it is very difficult to get 
accurate potentials. We have found that where actual 
potentials can be obtained, proper quota setting is not 
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too much of a problem. Without potentials, however, it 
can be and has been quite a headache.” 


In addition to “the danger that we will not set a 
quota correctly,” writes a paper products executive, 
“the weakness of the salary-quota-bonus plan is an 
internal matter—too much expensive paper work to 
suit us.” 

While some companies indicate they use a sliding 
scale of bonus or commission payments, in one non- 
metals products firm “there is no cut-off point nor a 
point at which the percentage commission is decreased. 
In some instances we realize that as a result of wind- 
fall a man might be rewarded out of all proportion to 
his contribution. However, we have found this is 
preferable to hazarding a cutback type of incentive 
payment. 

A number of cooperators point out that quotas 
must be kept current in the light of competitive con- 
ditions. Otherwise. as a paper company executive 
writes: 


“Cash payments for sales above quotas result in 
large earnings when business is easily secured with rela- 
tively little effort. Conversely, in periods of depressed 
business activity great effort may be expended without 
achieving commensurate volume, and the reward for 
effort is therefore lacking.” 


But at least one company, a food manufacturer, 
reports: 


“A difficulty is convincing our salesmen that quotas 
should not be static but must be raised in accordance with 
the creation of new lines, the addition of increased manu- 
facturing facilities, and increasing markets.” 


Another company’s policy, however, is that: 


“Once a base or quota is set for a territory it is not 
tampered with, except under extraordinary conditions, so 
that when a man develops a number of good accounts he 
has a good opportunity to cash in on them.” 


Group Bonus Plans 


Several companies have bonus plans designed to 
promote a group sales effort on the part of their sales 
force. A heating and plumbing supplies executive ex- 
plains his company’s plan in these words: 


“On account of the nature of our products (long-term 
contracts for custom-designed heavy equipment) , and in 
order to foster cooperation among salesmen and avoid any 
competition for customer accounts, a bonus pool is calcu- 
lated according to formula for each district office and the 
salesmen in the office participate in this bonus pool in 
proportion to their base salaries.” 


A general industrial machinery producer apportions 
his bonus payment in a somewhat similar manner: 


“Our salesmen are paid a monthly incentive based on 
sales credits assigned to the office for the monthly ship- 


ments, less prorated expenses. Participation in incentive 
earnings varies with the rank of the salesman. The per 
cent of participation is set at a figure which will return 
to the individual the following percentages of salary in 
normal times: 


“Cubtsalesman i... o-:Gsteetoe. ee 20% 
JUNIO: SALESMAN jee, aieze1 wye.s'4. aisarers or 35 
Seniorysalesmantj.5. steno cise tee 50 
District manager ...............- 100 ” 


However, one nonmetals company relates: 


“At one time we operated under a plan whereby the 
total incentive available was first determined by the per- 
formance of a district and this incentive was then divided 
among the men. This proved to be totally unworkable 
because of the varying degrees of effectiveness of each 
man in the group.” 


Bonus Systems That Direct Effort 


Many companies report that built into their 
bonus incentive plans are provisions that help direct 
their salesmen’s efforts. Most frequently mentioned 
are bonuses based on profitability and proper sales 
coverage. One steel company, for example, “offers a 
definite incentive for selling all products, with an 
added incentive to sell the more specialized and more 
profitable items.” 

An automotive equipment producer feels that 
“monetary compensation, properly weighted for both 
volume and profit, is still the most effective motivat- 
ing force.” And one textile executive reports: 


“We base our bonus at 50% for volume and the balance 
for proper coverage of the territory, attitude toward the 
work and apparent success as judged by the several 
divisional sales managers.” 


On the other hand, one steel company indicates: 


“We have recently installed a bonus plan for salesmen 
which is geared to shipments. The salesmen had pre- 
viously been on what we called the ‘Salaried Employees 
Bonus Plan,’ which was geared to profits. We felt it would 
be better to have the salesmen’s incentive measured by 
shipments which they directly control.” 


Pros and Cons of Bonus Systems 


Various companies, in explaining why they use 
bonus payments or commissions on sales in addition 
to a base salary, cite the fairness of the method 
“which pays the salesman a salary for an average job 
and allows him to earn incentive payments as he pro- 
gresses into the area of better than average or 
superior.” 

Another strength of this method is that while it 
provides a powerful stimulus to extra efforts on the 
part of the sales force, it also provides a measure of 


financial security. The following comments are 
typical: 
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“Experience over the last thirty years shows us that 
salesmen perform much better when paid on an incentive 
basis than they do under a flat salary scale. Our selling 
cannot always be done between the hours of 9 a.m. and 
5 P.M., and we find that the incentive is quite an induce- 
ment to carry on after hours whenever necessary. 

“Under our scheme a salesman is in business for him- 
self, at least to some extent. He knows exactly what his 
earnings are and will be at any given time and he knows 
further that he will earn more money with a larger 
volume than with a smaller one. It seems to us that such 
a system is far better than a flat salary arrangement 
under all circumstances,”— (General industrial machinery) 

* *% * 


“Our current plan, involving a base salary and incen- 
tive payments on shipments, has done a great deal to 
motivate the salesmen. They are making more calls; 
they are more interested in opening new accounts; they 
are agitating for the clearing up of order balances and 
in general are doing a better selling job.”— (Textiles) 


* * * 


“We believe our plan, although not perfect, is the most 
effective in that it enables a man to earn an adequate 
living without financial worry. It also enables him to 
participate in our pension plan, group insurance, etc., in 
terms of his base salary. Men seem to like the security and 
the fringe benefits offered by a salary. Enabling a man to 
earn up to about 50% of his salary in bonus seems to give 
the needed inducement to do a job.”— (Electrical machin- 


ery) 
Weaknesses of Bonus Plans 


One of the principal adverse criticisms of the salary- 
bonus incentive arrangement is that salesmen may 
tend to overlook the long-range aspects of good cus- 
tomer relations. A heating and plumbing equipment 
producer complains that when commissions are “an 
important part” of his income, the salesman tends to 
neglect to promote a complete sales plan. And one 
railroad equipment producer says: 


“The weakness of the bonus system is that the sales- 
man tends to work for his bonus and disregards his regu- 
lar salary. For example, he shirks service calls if they 
don’t contribute to his bonus. He is reluctant to help 
out on an assignment in another territory if it does not 
add to his bonus.” 

Finally, one mining company cautions on the neces- 
sity of keeping the stimulus of bonus payments fresh 
in the minds of salesmen: 

“For a number of years, we have had an incentive 
bonus of extra compensation paid in December. But we 
have not found this to be effective, as generally, after two 


or three years, it is treated as part of the salary and has 
no mental stimulus or mental effect.” 


SALES CONTESTS 


Sales contests are used by twenty-eight cooperat- 
ing companies as a sales stimulant, with prizes usu- 
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ally given in the form of merchandise or cash. One 
automobile equipment executive writes: 


“We dusted off and brought out of the moth balls the 
old sales contest idea this year. We offered numerous 
merchandise awards and a trip to Bermuda as the grand 
prize, and were pleasantly surprised to find that this 
added stimulus still works.” 


Those companies which have experience with sales 
contests say this technique is particularly effective in 
“centering attention and effort on specific short-range 
sales objectives.” A nonferrous metals company, for 
example, has “found that a short contest with fairly 
large cash prizes will help get a new product launched, 
and make the sales force spend extra effort on it.” 

A petroleum executive sums it up in these words: 


“Sales contests help create a sales spirit, stimulate 
competition between salesmen, and have the flexibility 
to be applied when, where and for as long as needed.” 


An industrial machinery company uses different 
types of sales contests to provide various incentives 
for better salesman performance: 


“We use well-planned local contests aimed at imme- 
diate objectives most important to the men on a local 
basis. Here they are competing with men whom they see 
several times a year and whom they know well. Not only 
the cash and merchandise prizes are effective for men in 
these local contests, but the men really work hard to take 
a position among the leaders when the competing group is 
a local one, where all of them know each other well. 

“National contests serve a definite purpose in tying 
our entire national organization together and getting all 
of our top men familiar with the results of other leading 
men in different sections of the country. Frequently, we 
fill positions of sales supervisors, assistant managers and 
later branch managers from those men who have 
made the best showings in both national and local sales 
contests—if other qualifications for management of men 
are present.” 


Careful Planning Important 


Cooperators stress the importance of careful plan- 
ning of sales contests if the maximum benefits are to 
be derived. There is general agreement that “sales 
contests can only be used sparingly and for generally 
short runs.” Also, writes one nonmetal products firm, 
sales contests should be designed “so that the sales- 
man in the least productive territory has as good a 
chance to get the prize as one in the most produc- 
tive territory.” And one petroleum company official 
notes that “awarding prizes on an equitable basis 
requires the proper relationship of performance 
achievements to the value of the award.” 

One office equipment manufacturer pays particu- 
lar attention to the proper timing of sales contests: 


“Occasional monthly contests are held usually in sum- 
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mer months when business tends to be slack, but they are 
never held in the same months each year nor are the 
same prizes given. We try to keep the announcement of 
such inonthly contests a complete surprise because if they 
are anticipated, of course, there is a tendency to hold up 
business awaiting such a contest.” 


Types of Prizes Awarded 


There is no general agreement among cooperators 
as to whether cash or merchandise awards provide the 
most effective stimulation to salesmen. Several com- 
panies report good results from contests with “fairly 
large cash prizes, say $500 or possibly $1,000.” Others 
claim “there are advantages in making merchandise 
awards.” One petroleum company states: 


“Our experience indicates that the most highly valued 
prizes are personal effects and wearing apparel. 

“In our experience, cash awards have not been satis- 
factory. The amount of money given as an award often- 
times does not represent as much to the recipient as other 
material prizes would.” 


This is how one general industrial machinery com- 
pany uses merchandise awards: 


“Merit checks are awarded that may be redeemed for 
merchandise prizes shown in a prize book. The merit 
points are awarded primarily for new business, that is, 
sales to new customers or for new product-application 
sales to old customers. There are very specific rules for 
the contest and the definition of orders that qualify for 
merit points. We feel that this extra incentive reward is 
a desirable and successful way of emphasizing the need 
for new business at this time. The extra cost is reason- 
able, and it does produce results.” 


Shortcomings of Contests 


A number of companies report finding several dis- 
advantages in running sales contests. A typical com- 
ment is that “sometimes the contest ‘borrows’ sales 
from the month after the contest.” On this subject 
an apparel manufacturer writes: 


“From our point of view this type of incentive is not 
too practical, because we prefer that our salesmen think 
in terms of long-range selling programs for the retailer. 
The tendency, of course, with contests of this sort is to 
overload customers with an item; this may cause ill-will 
on the part of retailers and certainly does not allow the 
salesman to do the best job of merchandising with the 
store.” 


Another drawback is that “unless the salesman 
starts out early in the program and gets a reasonably 
good start, he loses interest in the contest.” And one 
producer of general industrial machinery adds: 


“Although we have a sales contest every year to stimu- 
late sales of certain lines of equipment, the difficulty is 
that industrial sales are not completely under the control 
of the individual representative. If a customer is expand- 
ing his plant facilities, very considerable opportunity for 


selling activities exists. But when the customer is not 
replacing equipment or expanding plant facilities there 
is little the representative can do.” 


Even some companies that have run sales contests 
with good success warn “repeated emphasis may cause 
the sales force to shy away from contests to avoid the 
difficult problem of exceeding their own previous 
results for a specified period of time.” 


STRAIGHT COMMISSIONS 


Nineteen cooperating companies report their sales- 
men are on a straight commission basis. It is “the 
principal form of inducement for our salesmen to do 
a better job,” to quote one machine-tool producer. 
This executive continues: 


“The type of men required for machine-tool selling are 
very high-level engineering-type salesmen, and reason- 
ably high compensation is necessary to retain such men. 
A straight commission arrangement of compensation with 
no limitations seems to be sufficient stimulation for men 
of this type to do an outstanding job of selling. 

“The problems in connection with this policy are many, 
but these problems can usually be solved by careful selec- 
tion of the right type of man. A typical example is the 
fact that with this policy the salesmen must pay their 
own expenses covering traveling, entertaining, etc. There- 
fore, a salesman’s short-sighted attitude toward expenses 
could be a deterrent to the obtaining of additional busi- 
ness.” 


A producer of general industrial machinery adds: 


“It has always been our feeling that salesmen will work 
their best when they are given the full incentive of liberal 
commission arrangements and allowed to operate in an 
exclusive territory where their efforts will be rewarded.” 


Two basic forms of straight commission compensa- 
tion are reported: straight commissions with no allow- 
ances or advances in salary, and straight commissions 
with an advance salary draw and settlement at the 
end of specified periods of time. In a variation of the 
first type, a heating and plumbing equipment com- 
pany pays its salesmen “a straight commission on 
orders shipped and charges them back with any com- 
missions on accounts placed in the hands of our at- 
torney for collection.” 

An interesting example of a commission-and-draw- 
account compensation arrangement is the following, 


described by a producer of specialized industrial 
machinery: 


“Our plan of compensation is a draw account against 
a percentage of profit, inducing salesmen to sell the more 
profitable items in the line, or at least to devote their 
major attention to them, taking the less profitable busi- 
ness as a by-product of intensive effort to sell and pro- 
mote the most profitable items. 

“Our draw account is a maximum of $65 per week at 
the present time, having risen gradually from about $40 
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to the present $65 over the past six or seven years. We 
consider the draw account merely as ‘rent and grocery 
money.’ At the end of each month every salesman receives 
a statement of his business for the month and a settle- 
ment is made with him on the difference between what he 
has been paid in draw account and his total earnings for 
the month. Those monthly settlement checks are a tre- 
mendous motivation to our salesmen to devote their best 
efforts not only to producing an adequate volume of sales, 
but to getting a better relation of high-profit to low- 
profit sales, thus earning good settlement checks.” 


Advantages of Straight Commissions 


Most companies using a straight commission like it 
because “the harder a salesman works, the more he 
earns.” As one metal products executive puts it: 


“Each representative is more or less in business for 
himself; if he is really interested in making some money, 
he has to get out and work. We feel that a sales repre- 
sentative should be compensated on the basis of what he 
produces, just as we pay the employees in our plants.” 


Some companies feel that straight commissions are 
of mutual benefit both to the salesman and the com- 
pany. A rubber products manufacturer writes: 


“A straight commission basis affords the opportunity 
to the salesman to make higher earnings than he would 
get on either straight salary or salary plus bonus. Also, 
it enables us to compute sales expense rather accurately.” 


Furthermore, another executive. points out this ad- 
vantage: “Sales expense follows the course of busi- 
ness, expanding with higher sales and automatically 
falling when sales slacken.” 

A machine-tool builder sums up the advantages of 
straight commission payments in these words: 


“A mediocre or poor salesman usually does not have 
enough confidence in his ability to accept a job on that 
basis. The really outstanding or topnotch salesman in 
any industry or line of endeavor probably could not be 
hired on any other basis than a straight commission ar- 
rangement. The problems of sales administration are 
considerably reduced and sales costs become more predict- 
able at a definite percentage of gross sales.” 


Disadvantages 


However, an office equipment manufacturer’s com- 
ments are representative of a number of reporting 
companies who feel that a straight commission ar- 
rangement has distinct drawbacks: 


“The obvious weakness is that it tends to lack financial 
security. This is offset to some extent by a drawing ac- 
count which is, however, usually rather low and averages 
around 40% of total average annual earnings. Another 
difficulty is that on such a plan a salesman often considers 
that he is in business for himself, and there is somewhat 
looser supervisory control than we would like to have.” 


According to one executive: “When sales are hard 
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to make, the salesman’s take-home pay dives, despite 
hard selling efforts on his part, while in good times 
his commissions will be high even if he does a medi- 
ocre job.” 

An automotive equipment executive adds: 


“There are two weaknesses in straight commissions in 
our situation. First, much sales effort must be expended 
on promotional work which cannot be accurately measured 
in dollar return. Second, the emphasis on immediate sales 
may result in some lack of appreciation of long-range con- 
siderations.” 


SALARY INCREASES 


Merit salary increases for salesmen are described 
by seventeen companies to be a major incentive to 
their salesmen. This form of salesman motivation is 
found to be most effective where straight salary pay- 
ments form a substantial portion of the salesman’s 
take-home pay. 

One automotive equipment producer makes the 
following comment: 


“Merit-rating plans are advantageous in that they sup- 
ply an incentive for immediate effort in situations where 
commissions would not provide an equitable means of 
compensation.” 


A producer of nonferrous metal products explains 
why his company uses this form of salesman incentive: 


“Our products in large part are sold to continuing 
customers and our salesmen, therefore, differ from those 
who solicit solely with the intent to secure an individual 
order. This is the basis for our policy of refraining from 
the use of bonuses, commissions, prizes, etc. Our primary 
approach to induce salesmen to do a better selling job is 
predicated on an evaluation and appraisal plan whereby 
we seek to pay our men a salary commensurate with their 
ability and contribution to the progress of our business. 
This, together with good supervision and proper support 
on quality and service, gives us what we consider to be 
a sound working arrangement for products sold basically 
to consuming industries on a repetitive basis.” 


And a railroad equipment company finds “merit 
salary increases better because our men often have to 
work for months or longer on sales engineering for a 
customer before they get an order.” 

The way in which salary increases are determined in 
two companies is briefly described as follows: 


“In one division, salesmen are classified as trainees, 
junior salesmen, salesmen, and senior salesmen. Each 
grade has five pay steps for merit increases. Sales per- 
formance can be rewarded with a merit increase or 
through promotion to the next higher grade.”— (Heating 
and plumbing equipment) 


+t 


“A recapitulation of salesmen’s efforts in each field of 
activity is reviewed periodically and each man is rewarded 
according to his ability and performance—rewarded by 
advance in income, and the most promising are selected 
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for future managerial positions.’— (Automotive equip- 
ment) 


The main criticism against using salary increases 
as a means to improved sales performance is that 
“there is no immediate gain in sight for the salesman 
as in the case of a commission,” and one chemicals 
producer notes that “payment of periodic merit in- 
creases sometimes causes salesmen to ‘let down’ for a 
while after receiving such an increase.” 

But to one petroleum executive, “the principal 
strength is that people who are good self-starters and 
are looking forward to a career with the company will 
be more apt to think in terms of long-range accom- 
plishment, and the periodic merit increases will serve 
as encouragement to them.” 


PROMOTION 


Fifteen cooperating companies consider that oppor- 
tunities for advancement to higher positions as a re- 
sult of superior sales performance act as an impor- 
tant incentive to their sales force. At one steel com- 
pany, “promotion is the result of continuous good per- 
formance which, while it may have been rewarded by 
salary increases over a period of time, lifts the indi- 
vidual salesman a notch or two higher in the organiza- 
tion, and places him in a higher wage and prestige 
bracket.” 

A petroleum executivé writes: 


“We develop all of our supervisors within the company, 
and therefore, use what is known as the ‘promotion from 
within’ principle. The desire for promotion is an impor- 
tant incentive for sales people and has a very construc- 
tive effect if it is not overdone or oversold.” 


However, a chemical producer cautions, “promotion 
from within may result in advancing the strongest 
man in a weak group, rather than obtaining needed 
new blood elsewhere.” 


OTHER MONETARY INCENTIVES 


Several companies report making salesmen eligible 
in profit-sharing plans. In one machine-tool company 
salesmen “participate in a profit-sharing plan, as do 
other members of our organization who are considered 
to be key personnel and in positions which are re- 
sponsible for making profits. If there are no profits, 
there is no profit sharing, and in this respect it is an 
incentive.” 

These companies indicate that the success of such 
salesmen’s incentives depends largely on the fairness 
with which participation is determined. One mining 
and quarrying firm’s plan is as follows: 


“Profit sharing for salesmen is based on the year’s 
showing for each branch office or plant, figured as if it 
were an independent business entity. The payoff under 
the plan is in proportion to salaries and covers all office 
and supervisory personnel.” 


But an instrument and controls producer reports 
his company’s profit-sharing plan “has not worked to 
the best advantage of our sales organization. A cer- 
tain portion of our profit is divided among the em- 
ployees, based upon the best judgment of our divi- 
sion or department heads. These recommendations 
are passed along to an executive board consisting of 
three members; two of those members are not identi- 
fied as far as the employees are concerned. Obviously, 
there is no direct relationship between the amount 
of profit received by a salesman and the sales volume 
he enjoys in his territory. Many factors are con- 
sidered in this allocation of profits, such as atti- 
tude, willingness, promptness in handling details, etc.” 

Two companies place particular stress on “extend- 
ing union benefits to the sales foree—three weeks’ va- 
cation after ten years’ service, company paying 80% 
of Blue Cross and Blue Shield, etc.”— (Chemical pro- 
ducer) . 

And one producer of general industrial machinery 
considers it important that “all company incentives 
pertaining to insurance programs, retirement plans, 
vacation schedules be extended in full to all sales 
representatives regardless of commission plans which 
may be in effect.” 


NONFINANCIAL STIMULATION 


Many companies emphasize “a salesman needs 
stimulation and motivation other than financial re- 
turns.” One railroad equipment manufacturer re- 
ports: 


“We have found that close supervision is better than 
monetary incentives. Some men are not motivated by 
incentives so long as they earn enough to get along. But 
by proper supervision they can be directed and led to 
make the most of their talents and if they start slipping 
supervision will discover it in time to bring it to their 
attention and to take corrective measures if necessary.” 


An office equipment executive sums up the problem 
in this way: 


“When a salesman approaches a prospect, he finds the 
prospect is perfectly happy with his present way of doing 
things. He is not interested in changes or in any new 
products until the salesman is able to arouse his interest 
and prove the need for his product. The salesman then 
proves that his product can fill the need beyond his 
competitor’s and he has the sale. Anyone entrusted 
with the responsibility for motivating salesmen has the 
same selling job to do. The salesman is perfectly happy 
with his present method of operation, and is ‘not inter- 
ested in making any changes at the present time.’ He 
feels that his sales accomplishments coincide with his 
territory possibilities; his present methods are effective 
and workable; they are old habits with a few pet ideas, 
but they have been getting him by; to learn new methods 
takes effort and there is no assurance the prescribed 
company methods will work anyway! So why should 
he be interested? 
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“The salesman’s thinking is exactly like the prospect’s, 
who refuses to show any interest until you can arouse it 
in him and prove the need. Like the prospect, the 
salesman will buy a program of motivation only when 
he receives enough good reasons for buying. We endeavor 
to make this sale through our printed material, training 
courses, meetings and conventions by the personnel or 
our sales training and sales promotion departments, 
division managers, field instructors, and by the constant 
meetings and supervision of our branch managers.” 


SALES TRAINING AND SUPERVISION 


Thirty-four out of the 116 cooperating firms make 
particular mention of their sales training and super- 
vision activities as important means of stimulating 
and helping salesmen to better their performance. 
Some companies feel the job begins right at the time 
of hiring. As on building materials firm puts it, “we 
must rely on our ability to select and train a sales 
organization in which desire for advancement and 
a sense of loyalty to the company are sufficient incen- 
tives for sustained and intelligent effort.” 

Some companies rely on formalized training pro- 
grams to increase their salesmen’s understanding of 
company policies, to add to their product knowledge, 
to improve their selling techniques, and to instill 
confidence and enthusiasm. 

Others count on their sales supervisors to provide 
the necessary training and inspiration by means of 
frequent contact and help in the field. Many com- 
bine both methods. A petroleum firm reports: 


“Supervisors work with salesmen to create efficiency 
and enthusiasm. The greatest strength in this is that 
the supervisor can, by his own example and by his effec- 
tive coaching, stimulate the salesman where he needs it 
most—at the point of sale. The principal weakness is 
the difficulty of getting supervisors to do such a job 
regularly, consistently and effectively. We also conduct 
training programs. A proper training program gives a 
salesman the background he needs to do the job, and 
proper merchandising of it by his supervisor can stim- 
ulate him at the time.” 


A general industrial machinery producer points 
out that the effectiveness of this approach to stimu- 
lating salesmen depends largely on the quality of 
the sales supervisors: 


“An important incentive is the supervision of the 
representatives by district managers and sales manage- 
ment. Both check sales calls and other records and follow 
up the representatives when important customers are 
not getting proper attention. Here the main difficulty 
is in the differences in the quality of supervision among 
the various supervisors involved, some being more effec- 
tive than others.” 


Another comment often made is that sales training 
material, to be effective, should be practical, easy to 
use, and concise. A chemicals executive in describing 
his company’s activities in this field points this up: 


DECEMBER, 1954 


499 


“We use sales training programs consisting of direct 
mailings, forum discussions on local basis, and field trips 
with the salesmen by supervisory and home office person- 
nel. We have found the mutual education obtained by 
frequent direct contact between salesmen, supervisors, 
and home office personnel is valuable to all concerned. 
Nevertheless, demands made upon salesmen’s time by the 
necessity for reports and essential correspondence leave 
little time for direct-mail sales training programs. Such 
a program must be brief, and have its lessons in a form 
that will command attention and invite participation.” 


SALES MEETINGS 


The use of sales meetings as a major stimulant to 
salesmen’s performance is specifically reported by 
twenty-one cooperating companies. Organized sales 
meetings are especially effective in building enthusi- 
asm, in informing salesmen of new developments and 
explaining company sales policies and strategy. 

One producer of specialized industrial machinery 
emphasizes that discussion at such meetings should 
be a two-way affair. At his company “audience is 
given each salesman at sales meetings to help empha- 
size his importance and place in our organization.” 

While several companies comment that sales mect- 
ings can be expensive in terms of time and money, 
most agree “these expenditures are well justified.” 

Explains one chemicals executive: 


“We think it is very important to generate enthusiasm 
when we present sales plans. These are always presented 
through meetings conducted by home office personnel 
and we go to considerable expense to use showmanship 
and dramatic effects to achieve the desired effect.” 


Three typical comments on the use of sales meet- 
ings to stimulate salesmen are given below: 


“Sales meetings are valuable to us in providing a 
longer-term appreciation of company policies and plans 
and in strengthening the team spirit, both within the 
sales organization and between the sales organization 
and the operating management.”— (Automotive equip- 
ment) 


*% * * 


“Organized group sales meetings are held preferably 
at the main office location for the purpose of reviewing 
the company’s position in district territories, presenting 
information on new and improved products, and gen- 
eral discussions of sales and service problems affecting 
individual district sales activity.”— (General industrial 


machinery) 
* * * 


“The one method which we favor and which seems to 
approach our objective involves the use of quota 
sheets, graphs, charts and competitive rating data. These 
materials are used at group sessions of our salesmen to 
develop a competitive spirit.”— (Petroleum products) 


A weakness of sales meetings, according to one 
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paper producer is that “these meetings cannot be con- 
vened whenever problems occur. They are restricted 
to designated times and places.” 


SALES LITERATURE AND BULLETINS 


Sales literature and bulletins are reported to be 
a major source of stimulation for salesmen in sixteen 
cooperating companies. These cooperators use news- 
letters or devote sections of their house organs to 
publicizing and giving credit for especially noteworthy 
sales accomplishments. Such media also keep the 
sales force up-to-date on new developments in the 
field. Other companies provide their salesmen with 
informative product and sales manuals to help them 
make sales. 

In the words of one executive in a specialized in- 
dustrial machinery firm, its use of sales literature 
achieves two main purposes: 


“As stimulation, we issue a monthly letter which, first, 
lets our salesmen know where they stand in the organiza- 
tion, what other salesmen are selling—and how—and to 
whom; and second, lets them know all of the latest infor- 
mation which will help them do a better job.” 


However, according to one general industrial ma- 
chinery producer, the trouble with listing outstand- 
ing sales performances by salesmen in a regular news- 
letter is that “in some months a large number of com- 
mendable performances may be turned in while in 
other months there may be very few. Therefore some 
excellent work may be occasionally omitted from the 
notices, while at other times it may be necessary to 
include jobs which are not especially outstanding just 
in order to have something to say.” 

A producer of general industrial machinery empha- 
sizes the importance of providing all salesmen with 
adequate sales tools and product knowledge. His 
company provides this help to salesmen in this way: 


“Periodic (monthly) release of information and data 
pertaining to the company’s product is forwarded to all 
district representatives. This is considered essential to 
insure that sales representatives in locations remote to 
the main office activities may be kept properly informed 
on a regular basis. Adequate sales tools are provided in 
the form of well-organized technical information with 
well-prepared printed literature for customer distribution. 
Similarly, all other information regarding sales policy, 
pricing, etc., is made available in an organized form to 
facilitate the sales representative’s handling of all details 
in an efficient manner.” 


COMMENDATIONS 


A number of responding companies have found that 
giving public recognition to exceptionally fine sales 
performance does stimulate salesmen to do better 
work. 

In describing the typical salesman, a petroleum ex- 
ecutive writes: 


“In sales work, the basic source of stimulation is in 
the area of competition, as for example the effort to 
excel co-workers and be ‘at the top of the list.’ The 
person who likes sales work gets a real kick in excelling.” 


Some companies cash in on this desire to be “at the 
top of the list” by giving honorary awards with full 
publicity to top salesmen. Others have special hon- 
orary clubs limited to salesmen with superior sales 
records, and still others rely on personal expressions 
of appreciation by top sales management to the indi- 
vidual salesman. Sometimes, sales contests provide 
the framework for making such commendations. 

Several typical company plans are described below: 


“We run various campaigns during the year on specific 
product lines. The showing of each salesman during 
these campaigns is evaluated and points are added in 
accordance with his performance. These points apply 
toward a contest among the salesmen, which we run 
each year. This contest is an indication of the effective- 
ness of the salesman. The three top men are rewarded at 
the end of the year, at our annual sales conference, by 
the presentation of what we call ‘President Pins.’ The 
yearly contest takes account of salesmen’s showing with 
reference to their dollar volume of sales as applied to their 
previous year’s sales, the amount of sales, promotional 
and advertising material which they induce their cus- 
tomers to purchase and use, and the amount of new busi- 
ness which they secure from new customers. This is 
purely a competitive contest between the salesmen, with 
no monetary award. Their only reward is the pride in 
their accomplishment and their recognition for doing a 
good job.”—(Heating and plumbing equipment) 


+ + + 


“Commendation for individual outstanding perform- 
ance is given by our sales managers and other executives 
at every opportunity. Appreciation awards are made 
individually to salesmen at sales meetings. Salesmen’s 
activities are published in trade journals whenever pos- 
sible.”— (Specialized industrial machinery) 


* + * 


“We have a contest in which we give recognition to 
a team selling job. Recognition is in the form of pub- 
licity in our company publications, or a special visit by 
the marketing vice-president, who compliments them for 
an outstanding team sales performance.”— (Chemicals) 


One office equipment manufacturer has an “All 
Star Club” for men with 100% of their year’s quota. 
This gives constant sales impetus through the year, 
and is backed by promotional letters. The top sales- 
man is brought to New York City for the “Distin- 
guished Salesman’s Award.” 

However, an automotive equipment executive com- 
ments: 


“Individual commendations can be quite effective if 


done properly and sincerely, but of course lack the force 
of dollar incentives.” 
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Several metal products companies stress the impor- 
tance of providing salesmen with a good product to 
sell. A nonferrous metals producer explains: 


“To encourage salesmen to do a good job, we back 
them up with good product quality and service, and with 
expanded research towards the development of new and 
better products.” 


A machine-tool builder puts it this way: 


“Personally, I feel that, aside from any form of 
monetary inducement, the best insurance towards keep- 
ing a salesman on his toes is to provide him with a prod- 
uct of top quality to sell. And with continual develop- 
ment going on, the salesman is assured of retaining his 
place through reputation of product. This does not mean 
that he has no competition and that he does not have 
to work to obtain an order but, in the light of keeping 
his interest in the product stimulated, it is important that 


the product be up-to-date in respect to market require- 
ments.” 


GETTING SALESMEN ON THE TEAM 


Some cooperators point out the morale-boosting 
influence of good communications between the sales 
force and management. According to one petroleum 
producer: 


“To an increasing degree, we find our division manage- 
ment giving recognition to the viewpoints of the sales- 
man by asking for his opinion on activities or campaigns 
that are being prepared. All sales people (in fact all 
people) like to have their efforts recognized. They like 
to feel that they are a part of the team. This is particu- 
larly important with sales people who want to have some 
say about the programs they are asked to carry out. We 
believe it can be done effectively without materially 
slowing up the speed with which most programming must 
be developed and carried out.” 


At one chemicals company, “efforts are made to set 
up channels by which the field selling force can make 
known to management problems encountered, com- 
petitive situations, and tools or equipment needed to 
do a better job.” And a steel executive writes: 


“We believe that one of the effective means for moti- 
vating a salesman is to give him a share in guiding the 
sales policy of the company and the responsibility of 
making many decisions individually in the field.” 


Several companies say they rely heavily on sales 
promotion activities to stimulate their sales forces. 
A producer of engines and turbines reports: 


“We conduct a ‘Product of the Quarter’ campaign. 
This period has a target date to provide the salesman 
with new literature, mailing campaigns, sales presenta- 
tions, and competitive data to push one product for the 
quarter.” 


And a general industrial machinery manufacturer 
cautions: 
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“Monetary incentives are apt to be valuable only in 
strict proportion to the general sales promotion efforts 
and other sales aids that are accorded the sales force.” 


CHOOSING THE THREE BEST 


Cooperators in this survey were asked: “In the 
order of their effectiveness, which three methods of 
inducing salesmen to do a better selling job do you 
consider to be the most valuable?” Of the sixty com- 
panies answering this question, fifty-one ranked some 
form of monetary incentive as first. Salesmen’s 
compensation plans which feature a base salary plus 
some form of incentive payment such as bonuses or 
commissions are considered the most effective sales 
stimulus by about half the responding companies. 
Second in popularity are straight commission arrange- 
ments, and third are sales training and supervision 
activities. 

The detail of these ratings show: 


a 
Number of Companies 
Type of Incentive Mentioning as 


lst 2nd 3rd 
Choice Choice Choice 


Monetary 

Base salary +incentive payment........... $1 4 2 
Straight commissions................-... 8 1 2 
Straight, salary eee ree es wae eee 4 1 1 
Merit salary increases and promotions..... 3 5 3 
Sales contests Hane Gis. ee ee 0 4 8 
Others 5.2005.) each kes CPO Eee 5 3 3 
PROG eeacrete lor thse crepes tigskence Perse ech Te 51 18 19 

Nonmonetary 
Sales training and supervision............. 5 6 8 
Commendations .4x:4ase onions cee 1 2 0 
Dales meetings o.7.0iwostacls a7 eee See 1 0 1 
| ST oie: Rati en On a RE A oo ee ee a Gc Qg 7 5 
TT otal? £... 9M oto. ncedat emer Mae Slee 9 15 9 
Grand ‘totalin..c.-cccne pee eee 60 33 28 


Many companies emphasize that “the motivation 
of the sales force is a complex of many incentives, 
including morale, compensation, the competitive fac- 
tor among salesmen, etc.” 

A petroleum company points out: 


“Tt has been our observation that overemphasis or 
emphasis for too long a time on any one of these methods 
may not bring the desired result. We find it necessary 
to continually shift our emphasis or as we might say— 
to vary the mix. If an effort is made to keep an atmos- 
phere of newness in the area of stimulation, we believe 
that the sales force will keep in good spirit and be likely 
to do their best work.” 


And, finally, looking at the problem in perspective, 
one heating and plumbing equipment firm concludes: 


“But even the finest incentive plans cannot overcome 
shortcomings of poor management and lack of proper 
sales direction.” 

Sotomon EruE 
G. CrarK THompson 
Division of Business Practices 


INDEX DECLINES 


TO LOW FOR YEAR 


apparent since midyear, continued during Oc- 

tober, according to Tur ConrereNce Boarp’s 
ten-cities index. A dip of 0.2% below September 
brought the index to 100.0 (1953100), the low point 
for the year. The purchasing value of the dollar 
(1953 dollar=100 cents) increased to 100 cents in 
October, 0.2% above its September level. 


INDEX MOVED BY FOOD PRICE CHANGES 


The third consecutive monthly decrease was 
brought about by a rather significant drop of 0.7% 
in the food index from mid-September to mid-Octo- 
ber. Throughout the ten cities, prices of pork prod- 
ucts fell, and in Boston, Denver, and Los Angeles, 
pork chops and pork loin roast decreased sharply. 
This downward movement also occurred in ham, 
bacon, and picnics. A similar change took place in 
poultry prices in the ten cities, with decreases of ap- 
proximately 9.0% in Boston, Detroit, New York, and 


a DOWNWARD trend in consumer prices, 


Philadelphia. Only Houston reported a rise in poultry 
prices. Most cities indicated a slight decline in egg 
prices, ranging from 3.0% in Indianapolis to 6.0% in 
Philadelphia. This decline was in part offset by the 
upward movement in prices for milk and butter. 

Some of the most divergent price fluctuations ap- 
peared in fresh fruits and vegetables. Prices for 
cabbage, onions and potatoes dropped sharply. In 
contrast, marked rises were reported for green beans, 
lettuce, and celery. Prices for tomatoes, following the 
seasonal pattern, increased significantly in most re- 
porting cities, while prices for oranges fell off in the 
majority of cities. 

Other foods registered varied movements. Fats 
and oils such as margarine and shortening followed 
the general pattern of slight decreases. Coffee con- 
tinued downward. Tea prices, however, in contrast 
with the past year when they showed some re- 
sponse to the coffee rise, did not change over the 
month. Another very apparent change was the price 
increase of approximately 13% for chocolate bars, a 
reflection of the general price increase of the basic 
cocoa commodity. This change did not appear as a 
price rise per unit, but rather in the smaller-weight 
bars now being produced and distributed for the same 
price. 


SLIGHT RISE IN HOUSING COSTS 


The index for housing (101.4) recorded a slight rise 
of 0.3% since September. Reported rent increases 
in Chicago, where rents have recently been decon- 
trolled, and in Los Angeles have contributed to this 
increase. Seasonal changes in the price of fuels re- 


The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 
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‘More stable items such as rent, utilities and parts of transportation and sundries priced quarterly, 
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Changes in Ten-cities Index Components 


% 

CHANGE 

=] | 7 TRANSPORT- 
*" ATION 

1.4 HOUSING 


I.f SUNDRIES 


100% ALL ITEMS 


-l,2 APPAREL 


-2.1 FOOD 


1953 annual average October, 1954 

sulted in an increase of 1.2% for the October index. 
The index for housefurnishings and equipment re- 
mained stable. 

The apparel index, at 98.8, dipped 0.1% from Sep- 
tember, bringing this index back to the year’s low 
recorded in July. Individual cities registered changes 
in both directions: New York, Detroit, Indianapolis 
and Houston decreased, while the indexes for Chicago, 
Denver, and Philadelphia moved upward. 

Virtually unchanged was the October sundries 
index of 101.1. Only the index for Denver exceeded 
the changes within the range of +0.1% to —0.1% 
recorded for all other cities. The transportation index 
dipped 0.2% in October. 


DECLINE OVER YEAR 


The October all-items index is 0.5% lower than the 
year-earlier figure and shows an even greater decline 
from this year’s peak index of 100.7 reached in May. 
Decreases in the food index of 2.3% and in apparel 
of 1.4% over the year have been the major contribu- 
tors to this decline. Transportation also dipped 0.5%, 
while sundries and housing recorded an upward move- 
ment of 0.6% and 0.9%, respectively. Of the ten 
cities surveyed, only Detroit, Houston, and Chicago 
have shown increases since October, 1953. The all- 
items index in each of these three cities was influ- 
enced primarily by the movement of the housing in- 
dex. Of the remaining cities, the largest decline, of 
1.9%, was recorded in Boston. 

The movements of the components constituting the 
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all-items index balanced out to bring about a return 
to the base level (1953=100), as illustrated in the 
adjoining chart. Food, now 2.1% below the 1953 
annual average, offset the increases in housing (1.4%) 
and sundries (1.1%). Apparel, with a decrease of 
1.2%, balanced out the increase of 1.7% for the 
transportation component. 

Food declined below the 1953 base in all cities, 
with October, 1954, indexes ranging from 99.7 in 
Birmingham to 95.7 in Los Angeles. Similarly, ap- 
parel decreased slightly in all surveyed cities. On the 
other hand, sundries rose in all cities except Denver. 
Indianapolis had the largest price increase in its sun- 
dries index—one of 3.1%. Philadelphia alone re- 
flected a decrease in housing; all the other cities 
increased, with the Chicago index (104.6) the highest. 
The transportation index for New York (107.8) kept 
the ten-cities transportation index high, although the 
index for this component declined below the 1953 
annual average in several cities. 


Davi Maramup 
Statistical Division 


BUSINESS FORECASTS 
(Continued from page 487) 


is ground for thinking that the trend is upward again. One 
of the common predictions about the recession was that it 
might have been roughly a saucer shape, namely a moderate 
rate of decline, a relatively long and flat bottom, and a 
moderate rate of emergence on the up side. Current devel- 
opments seem to support this analysis.” 

American Metal Market (November 17) —“Terming the 
third-quarter business in a state of ‘high level stability,’ the 
Cleveland Trust Company today appraised chances of a 
break through that level to higher ground in the fourth 
quarter. In its Monthly Business Bulletin, the bank said 
the question of a fourth-quarter rise can only be partially 
answered, since only one month of the quarter has been 
completed. 

“However, a run-down of the weekly figures released 
regularly through the month leads the Bulletin to the 
optimistic conclusion that business activity in general will 
be moderately higher for the rest of this year and that the 
industrial production index will average higher than in any 
of the first three quarters.” 

Allyn P. Evans, President, Lionel D. Edie & Company 
(in an address before the American Petroleum Institute) — 
“Over a long period of time, the American economy has 
grown at a rate of approximately 4% a year in terms of 
physical output. 

“In my judgment the economy will grow 4% in 1955. That 
represents a gross national product . . . of approximately 
$370 billion without allowance for price changes. The 
present gross national product is approximately $356 
billion. . . .” 


Industrial Production Total Business Sales 
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Percentage Change 
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Production and Business Activity— 


Industrial production total (S)............. 1947-49 = 100 125 124 |r 128 +0.8 -5.8 
Durable'goods(S) sss. eee cee te ee 1947—49 = 100 1388 |r 136 185 +1.5 -8.6 
Nondurable goods (S)................... 1947-49 = 100 116 |r 115 |r 114 +0.9 -0.9 
Minerals; (S)25,...e2¢ 66.2.8 tne hash 1947-49 = 100 109 |r 108 109 +0.9 4.4 

Consumer durables (S)!................... 1947-49 = 100 104 |r 107 115 2.8 -11.9 

Machine toolstias, 8. a8. EP ee, 1945-47 = 100 190.9 |r 213.4 203.7 -10.5 —45.2 

Construction contracts awarded, residential*|| million dollars 852 777 693 +9.7 +34.2 

Construction contracts awarded, other’. .. . . || million dollars 1,114 1,039 880 +7.2 -11.4 

Retail sales (S) se. fees. Be Se et mnillion dollars n.a. 14,214 |r 14,150 +0.5 +1.7 

Retail inventories (S)4.................... mnillion dollars n.a. 22,410 22,451 -0.2 -2.2 

Department store sales(S)................. 1947-49 = 100 118 |r 107 112 +5.6 +1.8 

Department store inventories (S)*.... . 1947-49 = 100 n.a. 124 124 0 -38.1 

Manufacturing sales (S)................... million dollars n.a, |r 28,677 |r 238,482 +0.8 -6.7 

Manufacturing inventories (S)*............ million dollars n.a. |r 48,637 |r 48,929 —0.7 -7.3 

Manufacturing new orders (S)..... million dollars n.a. |r 24,188 |r 22,560 +7.2 +6.7 

Manufacturing unfilled orders‘............. tnillion dollars n.a. |r 47,665 |r 47,275 +0.8 -29.1 

Corloadings tte coi aril, «ke. dailies nn thousand cars 726 687 678 +5.7 -9.7 

Carloadings, miscellaneous®................ thousand cars 361 841 8387 +5.9 -8.8 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 90.5 90.8 91.2 -0.38 +4.7 

Wholesale commodity prices, all........... 1947-49 = 100 109.7 110.0 110.5 -0.8 -0.5 
WEN ere ee eee ee 1947-49 = 100 93.1 93.6 95.8 -0.5 -2.3 
industrial yee 260.3. Ween clive 1947-49 = 100 114.5 114.4 114.4 +0.1 0.1 

Consumers’ price index................... 1947-49 = 100 114.5 114.7 115.0 -0.2 -0.8 
‘arm parity price ratio................... 1910-14 = 100 87 88 89 ~l.1 -3.3 

Non-agricultural employment........ thousands 54,902* 54,617* 55,349 * +0.5 n.a,. 
neniployiient eee. es 1. 2 ees, thousands 2,741* 8,099* 3,245* -11.6 n.a. 

Factory employment..................... thousands 12,631 |r 12,612 /}r 12,449 +0.2 -8.8 
Average weekly hours worked, manuf’ing number $9.9 39.7 39.7 +0.5 -1.0 
Average hourly earnings, manufacturing. dollars 1.81 1.81 1.79 0 +1.1 
Personal income (S)’............ 0.0. .00045 billion dollars n.a@, 287.4 285.4 +0.7 -0.1 
Finance and Government— 

Bank debits, outside New York City®....... million dollars 62,828 62,241 61,688 +0.9 -1.8 
Business loans?) ?...3). 0850. 82 A million dollars 21,117 20,934 20,783 +0.9 -8.9 
Consumer instalment credit outstanding'. million dollars 21,952 |r 21,985 | r 21,901 +0.1 +0 gs 
ey held money supply*........... billion dollars n.a. 202.5 200.3 +1.1 +4.2 
Federal budget receipts................... million dollars 2,887 4,951 8,911 -41.7 -11.8 
Federal budget expenditures............... million dollars 4,857 5,019 6,731 -3.2 -15.6 
Defense expenditures..................... million dollars 3,450 8,479 3,582 -0.8 -21.5 
Federal budget surplus or deficit, cumulative” million dollars -7,106 4,888 —4,820 a 


eeeee 


1Output of major consumer durables 6A f 22 dail i i 
Shipments pice consul beh . rete, bef laily spot market prices ps soo 1958 ae.Not available 
rhe prc mates me et fe aor 3 Adjusted te seasonal variation 
ind of mon verage of Wednesday figures *1954 base: ; directly lier data 
‘Average weekly “From July 1 to end of month indicated data based upon new sample; not comparable to ear 


Sources: Association of American Railroads; Bureau of Agricultural Economi ;B tistics: mmerce; Dodge Corp.; Federal 
National Machine Too] Builders ‘Aasteiations a rentery Devartaaanté ‘Tes Conrunnwen Prem = a Fepartmantot Ca ome We is Reserve; 
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A 
Agricultural Production 
See Farm Prices 
Agriculture 
“Agriculture Across the County,” July 265 
“Casting Up the Balance Sheet of Agricul- 
ture” (Chart Feature), Feb 90 


B 
Bank Debits 
See Selected Business Indicators 
Benson, George C. S. 
“Federal-State-Local Relations,” Aug 318 
Budget, Federal 
“Federal Finances Down, Local Up,” Nov 461 
“The Future of Defense Spending,” Dec 466 
Budget, Federal 
See also Selected Business Indicators 
Business Book Shelf 
Apr 188; May 209, 216; June 226, 251; July 
264, 271, 283; Aug 340; Oct 394, 403 
Business Conditions 
“Business is Getting Better,” Sept 370 
“Charting the Business Climate at the New 
Year” (Chart Feature), Jan 24 : 
“End of a Trend,” June 222 
“Industry-by-Industry Reports on: Prospects 
for First Half of 54,” Jan 38 
“Is Business Contraction a United States 
Monopoly ?”’ (Chart Feature), Mar 104 
“The Better Tone of Business,” May 190 
“The Consumer’s Role,” Sept 342 
“Implications of Stability,’’ Oct 390 
“The Next Six Months Will Be Leaner,” 
Jan 8 
“157 Executives Give Special Report on the 
Business Decline,” Apr 172 
“Outlook Consensus: Stability,” Aug 294 
**Pity the Poor Forecaster,” Nov 442 
“Portrait of 1953,” Jan 2 
“Statistics of Three Recessions,” Nov 463 
“Straws in a March Wind,” Apr 1384 
“What About Europe ?” Mar 103 
See also Business Highlights; Business Fore- 
casts; Selected Business Indicators 
Business Cycles 
“Cyclical Diffusion,” June 227 
Business Forecasts 
Jan 7, Feb 88, Mar 131, Apr 148, May: 199, 
June 243, July 292, Aug 298, Sept 345, 
Oct 415, Nov 441, Dec 486 
Business Highlights 
Jan 2, Feb 50, Mar 98, Apr 134, May 190, 
June 222, July 254,. Aug 294, Sept 342, 
Oct 390, Nov 442, Dec 478 
Business Indicators 
See Selected Business Indicators 


Cc 


Canada 
“Canada Counts Her Unemployed,” July 281 
Capital 
“The Worker and Capital Invested,” Feb 60, 
Dec 484 


JANUARY, 1955 


Capital Expenditures 
ew British Investment Allowances,” May 
21 
“Producers’ Durables: Demand Big—But Un- 
certain,’ Nov 426 
See also Manufacturing 
Carloadings 
See Selected Business Indicators 
Chatters, Carl H. 
“Outlook for Local Governments,’”’ Aug 326 
Commodity Prices 
See Selected Business Indicators 
Construction 
“Consumers and Construction,” July 254 
See also Selected Business Indicators 
Consumer Credit 
See Credit 
Consumer Expenditures 
“Consumer Spending: How Sensitive ?”” May 
212 
Consumer Goods 
“Consumer Durables: A Long Look at the 
Postwar Boom,” Nov 432 
Consumers’ Price Index 
Jan 16, Feb 59, Mar 112, Apr 148, May 218, 
June 235, July 269, Aug 339 
“Ten-City Consumer Price Index Revised,” 
Sept 346 
Consumers’ Price Index (Revised) 
Oct 404, Nov 458, Dec 502 
Consumers’ Prices 
“All Quiet in Consumers’ Prices,” Jan 15 
“Consumer Dollar Buys a Bit More,” Aug 338 
“Consumer Price Index Hits Peak,” June 234 
*‘Consumers’ Prices Dip Slightly,” Feb 58 
“Consumer Prices Down Slightly,’’ Oct 404 
“‘Consumers’ Prices Equal All-Time Peak,” 
Mar 111 
““Consumers’ Prices for Ten Cities,” May 218 
“Food Prices Drop Again,” Nov 458 
“Food Prices Fall One Per Cent,” Apr 147 
“Food Prices Rise,” July 269 
“Index Declines to Low for Year,” Dec 502 
See also Selected Business Indicators 
Controls in Industry 
See Industrial Organization 
Corporations 
“Corporate Financing in the Postwar Years” 
(Chart Feature), June 236 
“Dividend Rates Stay Up,” Sept 362 
100 Largest Manufacturers in 1953,” Nov 446 
“100 Largest Manufacturing Corporations in 
1952,” Apr 144 
“100 Largest Trade Corporations in 1953,” 
Oct 396 
Credit 
“Government Credit for Small Firms,” July 
284 
“Notes on Consumer Debt,” Jan 21 
“Survey of Business Practices Reveals: Com- 
petition Sparks Credit Review,” Apr 139 


D 
Defense 
“The Future of Defense Spending,” Dec 466 
Distribution 
“Executives Search for Ways to Reduce Dis- 
tribution Costs,” May 195 


Dividends 
See Stocks 
Durable Goods 
“Consumer Durables: A Long Look at the 
Postwar Boom,”’ Nov 432 
“Producers’ Durables: Demand Big—But Un- 
certain,” Nov 426 
“The Progress of Liquidation,” Mar 98 
Durable Goods Production 
See Selected Business Indicators 


E 
Earnings 
See Selected Business Indicators 
Economic Notes 
Mar 102, 109; May 201; Aug 307, 316; Oct 405, 
418, 422; Dec 492 
Electric Industry 
“How About Exports and Imports?” Jan 11 
Employment 
“How the States Fared in Factory Employ- 
ment” (Chart Feature), Mar 115 
“Three Perspectives on Employment,” Apr 160 
See also Selected Business Indicators 
Exports 
See Foreign Trade 


F 
Farm Income 
“How Farm and Nonfarm Incomes Compare,” 
Jan 18 
Farm Prices 
“CCC and the Farm Surplus,” Oct 400 
See also Selected Business Indicators 
Federal Reserve 
See Financial Notes and Footnotes; Industrial 
Production 
Financial Notes and Footnotes 
Jan 14, Feb 57, Mar 110, Apr 146, May 217, 
June 233, July 270, Aug $35, Sept 348, 
Oct 395, Nov 460, Dec 483 
Foreign Trade 
“How About Exports and Imports?” Jan 11 
“How Improvement Abroad Affects Our 
Economy,” Mar 122 
Freeman, Roger A. 
“Outlook for State Governments,” Aug 322 


Garrett, Garet 

“Garet Garrett: In Memoriam,” Dec 477 
Gold 

“New Attitude on Gold,” June 241 
Great Britain 

“Lord Beveridge Reviews His Report,’’ Mar 


18 
“New British Investment Allowances,” May 


211 
“The British Look at Convertibility Prospects 
and Problems,” Sept 350 
“What Is the Public Interest ?”’ Aug 336 
Guaranteed Employment and Wage Plans 
“Guaranteed Wages and Unemployment In- 
surance,” Jan 26 


iH 
Highways 
“Highways to Prosperity,” Feb 61 
Hours 
See Selected Business Indicators 
I 
Imports 
See Foreign Trade 
Income 


“How Farm and Nonfarm Incomes Compare,” 
Jan 18 
See also Selected Business Indicators 
Income Tax 
“Executives Report on Experience with Tax 
Acceleration,” June 244 
Indexes 
See Consumers’ Price Index; Selected Business 
Indicators; Industrial Production 
Industrial Organization 
“Executives Discuss Management’s Controls,” 
Nov 450 
Industrial Production 
“A New Measure for Industrial Production,” 
Feb 54 
“That Postwar Production Upsurge,” Dec 488 
See also Selected Business Indicators 
Instalment Credit 
See Selected Business Indicators; Credit 
Insurance, Unemployment 
“Guaranteed Wages and Unemployment In- 
surance,” Jan 26 
“Height and Width of Unemployment Bene- 
fits,” Aug 308 
Inventories 
“Inventories and Optimism,” Dec 478 
“Inventories or ‘Seirotnevni’,” May 206 
“The Progress of Liquidation,” Mar 98 
See also Selected Business Indicators 


L 
Loans, Business 
See Financial Notes and Footnotes; Selected 
Business Indicators 


Machine Tools 
See Selected Business Indicators 
Managerial Organization 
See Industrial Organization 
Manufacturing 
“Manufacturing Growth, by States, 1947- 
1952” (Chart Feature), Mar 113 
See also Selected Business Indicators 
Maxwell, James A. 
“Problems of Grants-in-Aid,” Aug 329 
Mineral Production 
See Selected Business Indicators 
Money 
See Financial Notes and Footnotes; Selected 
Business Indicators 


Municipal Government 
“The Outlook for State and Local Govern- 
ments,” Aug 318 


N 
New York 
““A New Look at New York,” July 258 
Nondurable Goods Production 
See Selected Business Indicators 


O 

Old Age 
“How Much More Welfare ?”” Feb 92 

“One Hundred Largest Manufacturers in 1953,” 
Nov 446 

“One Hundred Largest Manufacturing Corpora- 
tions in 1952,” Apr 144 

“One Hundred Largest Trade Corporations in 
1958,” Oct 396 


P 
Population 
“Growing Pains in Business,” Sept 354 
“A New Look at New York,” July 258 
Postal Service 
“Business and the Postal Services,” Apr 150 
Price Supports 
See Farm Prices 
Prices 
“Business and the Price Trend,” Feb 50 
“A Century and a Half of Prices,” (Chart 
Feature), May 204 
See also Consumers’ Prices; Selected Business 
Indicators 
Product Service 
“Executives Say Superior Product Service 


Builds Sales,” July 276 
Profits 
“The Profits Picture,” June 238 
R 
Real Estate 
“Manufacturers Discuss Corporate Real 


Estate Policies,” Oct 408 

**Reciprocity—Many Practice, Few Favor,” 

Mar 106 
Retail Trade 

“Soft Goods in the Market,” Apr 158 

See also Selected Business Indicators 
Roads 

See Highways 


S 
Sales Policies 
“Reciprocity—Many Practice, Few Favor,” 
Mar 106 
Salesmen 
“Executives Report How They Stimulate 
Salesmen to Better Selling,” Dec 498 
Savings 
“Impact of ‘Prefixed’ Savings,” Oct 416 


Selected Business Indicators 
Jan 17, Feb 89, Mar 117, Apr 149, May 220, 
June 252, July 257, Aug 317, Sept 349, 
Oct 419, Nov 464, Dec 504 


Small Business : 
“Government Credit for Small Business,” 
July 284 
Social Security 
“How Much More Welfare ?”” Feb 92 
“Lord Beveridge Reviews His Report,” Mar 
118 


“Social Security Expanded,” Oct 420 
“Spending for Social Security,” May 202 


Soft Goods 
See Retail Trade 


State Government 
“The Outlook for State and Local Govern- 
ments,” Aug 318 
Statistics 
“How Government Statistics Can Be Im- 
proved,” Aug 299 


Stock Market 
See Stocks 
Stocks 
“Dividend Rates Stay Up,” Sept 362 
“Dividend Targets: Continuity and Stable 
Rate,” Feb 85 
“The Stock Market Since September, ’53” 
(Chart Feature), July 272 
“Twenty-five Years Ago This Month ‘Black 
Friday’ Hit Wall Street’ (Chart Feature), 
Oct 406 
See also Financial Notes and Footnotes 
Survey of Business Opinion (Practices) 
Jan 8, 88; Feb 85; Mar 106; Apr 1389, 172; 
May 195; June 244; July 276; Aug 299; 
Sept 370; Oct 408; Nov 450; Dec 493 


T 
Taxation 

“The Story of Federal Taxes in ’54” (Chart 
Feature), Sept 368 

“Federal Finances Down, Local Up,” Nov 461 

“What About State Taxes on Business?” 
May 200 

See also Income Tax 


U 
Unemployment 
“Canada Counts Her Unemployed,” July 281 
See also Selected Business Indicators 


Ww 
Wages 
“How Wages Per Man Hour Changed in the 
Various States” (Chart Feature), Mar 114 
See also Guaranteed Employment and Wage 
Plans; Selected Business Indicators 
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